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T".«TRODUCTION

"I'm going to owe $5,000 when I get out of ¢
here, and I'm worried. It's a real anchor
: on you,"

- a Yale College junior, 1981 -

£ course, mot all students will face a $5,000 debt when they graduate

from college. In fact only about one in three will have any debt at all.
But, for those who do, the repayment of loans which finance higher education P
can be an oppressive weight.

. This study is a conceptual and empirical investigation into the area
of student loan burden. The study focuses solely on the financial aspects
~of loan burden. Although it has long been ;mm that other determinants

such as attitudes toward risk, school choice, peer and parental pressure

play a part, this focus was chosen because the financial factors were likely
‘to be extremely strong and more empirically accessible than the other.factoi:s.

Unlike previous studies on this subject the present one presents an

explicit model of financial loan burden that does not limit itself to a

. 'single definition of loan burder.m. The question of what is burdensome and
what is not i; outside thié model. Presumably, ‘each reader will have a
different definit.ion of an acceptable level of loan burden which will be
based in part on those other faétors, mentioned above, which influence
individual boryrowing decisions. ‘

At the bweart of this model is the concept that loan burden is a function

of a borrower's capacity to repay their debt obligation. This means that not

orly is it necessary to determine how much a borrower owes but it is also

necessary to identify the means with which these debts would be repaid. In
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as an example of what is required to compute loan burdens for various subpopu-

Chapter One we describe in detail the structure of such a model including

alternative definitions of various components, methods of constrﬁcting thes~

components as well as their interconnection. The sections of Chai)ter One

Stock of loans

Loan Repayment

Consumption Expenditures

Earnings During the Repayment Period

The Integrated Model

The General Capabilities and Shortcomings of the
Integrated Model

General Mathematical Form of Loan Burden Model

One impbrtant application of this model is to structure empirical data
so as to improve estimates about current and future loan burdens. In Chapter

Two new empirical evidence on student indebtedness and earnings is presgnted

lations with this model. A £full explanation of assumptions that must be made

aid data manipulations that must be undertaken is spelled out. 2an atterrq}t

0O0O000O0O0OO

_-£ollowing sections:

is made to note any divergences between the model's requirements and the data

available at each critical empirical point. This chapter is divided into the

Debt Data Sources *
Earnings Data Sources .
Selection of Student (-tegories

"~ Summary of Bmpirical Ei idence

General Conclusions from the Summary Evidence
Variations from Base Assumptions
Specific Mathematical Form of the Model

The model, howevér, need not rely upon empirical eviZience in order to be

policy relevant.

And in Chapter Three several possible applications of the

model to current policy issves are examined. The point of the chapter is to

demonstrate the use and flexibility of the model in formulating the analysis

of relevant policy questions from either an individual or a governmental

perspective. -

.
v
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adility to interact with the model, add to its usable data base and allow

Following the first three chapters is a recommended list of néxt

steps which would expand the model's capacity, improve an analyst's

it to more fully explore effects of various federal policy changes. Many
of these suggestions require a minimal investment in time and money yet

would substantially enhance a presently quite limited area of knowledge.

e
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STRUCTURE OF THE MODEL

% .- ‘
The empirical analyses of student debt data, to be presented in the

following chapter, will be structured around & financial model of indebted-
i ness .—that relates loan repa;}ment to future discretionary income. The
purpose of this chapter will be to define the individual ‘components of
‘that model, to explain the construction or estimatiqn cf those components,
to describe the interrelationship of the components and to highlight the
shortcomings of both the integz_'ated model and its components.
e i © The obvious financial model of indebtedness is one which prov_ides a
P measure of loan burden for an individual or group of /ihdiviauals. Banks, .
. for example, use such models to ensure that a prosp?ctive borrower will" not
be overwhelmed by the required payments. The model is not used to make the
subjective judgment about how much is burdensome, but is used to simulate
the expected 16ve1 of burden given -the fir;ancial characteristics of the
prospective borrower.
The structure of this model when applied to education debt is very
“intuitive. The college student accumulates some stock of loans while in
school. Bach loan may be for a Gifferent amount, may have a different

maturity period, and may have different repayment terms. Upon graduation,

if no loans have already come due, the student will convert his or her

stock of loans into a periodic series of repayments. Repayments will be




made from the student's income. Loan burden can be measured as the
ratio of these periodic repayxﬁents (monthly, annual, whatever) to the
student's total income, over the same period. 1If, however, necessary
experditures are deducted from earnings, leaving what can be .termed

discretionary earnings, a more meaningful measure of burden can be defined

as the ratio of repayments to discretionary earnings. The resvlting

percent of dlscretlorary earnings encunbered by loan repayments is the

measure of burden that will be charted throughout this paper. -

N

From the above exanple we can extract the four basic components of
thlS f1nanc1al model:
o the stock of education loans at the time repayment begi;us,
o :'the repayment flow associated with each stock of loans,
o the borrower's ear\!nings throughout the repayment period,

o the borrower's exp‘endlture patterns throughout the repayment
period.

/ -
Obviously if we could track every student through school and beyond

we could with great precision determine the burden that their education

borrowing had placed on them. However, that information would only tell us
with hindsight which students overextended 'themselves when financing their
higher education. This model, to the extent possible, must provide some
foresight about the consequences of current and future federal loan policy
on students in or about o enter postsecondary institutions.

Stock of Ioans

i
In our model the measure of loan burden is equal

to the ratio of repayments to dlscretlonary earnings
during the repayment period....

In grder to measure repayment for a group of students we must begin

with their debt distribution —— a mapping of each student's accumulated
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skock of loans at the time repayment begins. Each point on such a debt
distribution would represent one or more students with a speg}@}g;§;ock of
'education debt. This indebtedness distribution could be used to rank students
By the assolute val;e of their total debt and to compare students' debt to
some norm, e.g. mean or median debt. This indebtedness distribution alone
,however, cannot reveal any information about loan burden. Those with high
(or low) debt could have a high (or low) loan burden.
What are the principal determinants of the amount of debt which
-students incur to finance their schcoling? Three broad factors ;ppear to
contribute to the accumulation of debt:
O cost of schooling .
o financial assistance
~© risk

Obviously the cost of the school which a student attends'éets an outside

limit on the amount that a student would have to borrow. Students who

attend public two year sggég3f are much more likely to have lower accumulatgdl
debt than finanically—simildgéstudents at more expensive public and privaﬁ%} .
institutions. Even within a given institution costs of programs vary
scmewﬁat. So, for example, a humanities studeqt y have lower total costs
than a pre-med m;jor and, consequently, is likely to have lower accumulated
debt. In some cases, a student may choose a school or a field of study on
the basis of the borrowing that choice'would entail. Thus, knowing the
student's education costs accurately can only provide a small bit of
information about that :student's debt burden position.

The second important debt determinant 'is the amount of grant assistance

(so—called nonreturnable aid) the student recéives as this will, in whole:‘

or part, offset the student's school costs. If in whole, then the student
» \\¢
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need not borrow at all but if in part, then the net of school costs less
grant assistance narrows the range of the student's borrowing needs.
Exactly how much grant assistance the student receives itself deperds cn
the socioeconomic characteristics if thg stuciént/family, the special
abilities (academic or athletic) of the student, the persistence of the
student in seeking out sources of funds, and the funding decisions of
private and goverrmental donors. Some of these factors are r’é)t \-".tﬁi:) the
student S control therefore the resultmg "borrowmg need" is a function
of knowledge as well as caprice. ~

Rigk, the third determinant of education debt, can be separated into
 two fundamentally different categories: personal risk and rr:arket risk.
Both types of risk affect a student's decisions with respect to schooling
costs and financial assistance. Market risk derives from the student's
inability to perfectly anticipate soéiety's future demands for college
graduates with particular &raining. In the extreme this risk could lead a
student to decide not to attend college or to choose the lowest priced
postsecondary q_ption. (This, as Dresch points out, may be a reasonabie
tradecff between expected returns and security). 1In contrast, p'ersonal
risk derives from the student's inability to assess accurately his likelihood
of success in a particular course of study or in the postschooling labor
market., An indication of the magnitude of the ;ér:sonal risks faced by a
student who is considering’'a college-size human capital investment is
provide.d by the dispersion of earnings at various ages for different
educational attainment groups. In fact, some research \has shown that
the standard deviation of annual earnings rises with schooling level. fThis

risk may manifest itself in students choosing what is the optimal combinatijon
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‘burden and employment opportunities. It is not unreasonable

i

of financial

to suggest that this may be why many students with interests in literature

-

would decide to train as .teachers instead of the himanities. Risk, that

cannot be protected against, is a pq;verful determinant of education debt -
lev."vels.‘l . ‘ ‘

In th=ory, we could hy'{:othesize the relgtionship' among these economic
determinants of debt. For example, we could presure that é student would ’
borrow the difference betieen his cost of schooling and financial assistance
(from whatever source). This would presumably give as an outside li.mé‘.t on
the emount'; to be borrowed. \Hcmever, we al;s»o know that there are a se’t of
risk factors which affect the student's willingness to borrow and thag:

__'_these factors also play a strong part in determiﬁing the student's ch\iaice
of school and ability t‘o obtain other financial assistance. Unless we can
specify the impact of this set of factors on the simple éina;\cial computation
of cost less aid we cannot presume to have an accurate or useful-measure'of‘
accumulated debt. - o

Even if we were able to specify the nature of the relationship batween

- d;bt and its determinants, the task of estimating the value of each of

. these ‘determinants for each student would strain even the techniques of
.social science research. As an exanple,.one'critical econamic determinant
is the amount of non-returnable financie® assistance which the student
received. On followups to the 1972 National Longitudinal Survey of
High School Seniors, stt;ients were asked to indicated the amount of federal
financ;iai aid they had received by source. In many cases the numerical

answers exceeded the limits set unfer a particular program. Another case:

on the annual Freshmen Norms sur(ley, routinely about 4 percent of the

& o e

&

! Part of a discussion by Dresch in "Marginal Wage Rates, Hours of work
and Returns to Physician Training and: Specialization,” 1980.
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responden{:s claim to have received a Basic Grant over $2,000 when that
prog;:afn'i maxunum award has never been above $1,400.

A sec;;:d\me‘um for detemmining a student's accumulated debt would be '
———to—gsk_tmfsttﬁent-ai,a_tinxe_as_close_as_possible to.when the maximum debt e
has been reached. This poses fewer nearly insoluable problems than, the
theoretical approach but difficulties do remain. Do you ask all students?
When, in their education lifetime, do you ask them? How do you ask the .
question? What other necessary infommation must you have? . /

The objective of this second, empirical, approach is more limited

nts regardless of its determinants. what matiters in this N

-

than the theoretical approach: it is to uncover the distribution of debt

amony sty
approaé/tll is the ability to attfj.bute accur ate levelé, or ranges, of
debt to students with partic':ular characteristics, such as genc?er, race,
. sex, field of study, etc. These characteristics, in contrast to the debt .
determinants discussed ééxwe, do not require hypotheses and, once known
. for each borrower; can be used to detemmine which groups of students,
display the Y‘ost tomogeneous debt characteristics. l \,\
The construction of useful and a.ccurate Aebt information through
this method requires data which fulfills several criteria:

o 1is a well chosen, representative (in this case, nationally)
sample of borrowers

o i% an observation of a well constructed debt measure for each
borrower in the sample
3
o . contains sufficient information to allow discrimination anong
subpopulations

A, .
The populatior of borrowers, at least 3 million during any one

Lo

- . _year, is too Mumerous to survey in its entirety. A carxefully selected .

sample would be necessary, stratified to lose as little information®
. “about the patterns of debt formation and relevant borrower characteristics

as possible. Such stratification might include both school and student

j;-d‘ 135
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characteristics, such as school type (public/private), size, curficula

(teacher's college/research university, etc.) financial resources, low-

::nceme enrol~1ment—-arﬁ~geographie-regien;~—— - - -

k Because debt is not something that is eagerly remembered, students
would have to be asked a very unambiguous question concerning their level
of debt. If possible this question should refer to some tangible reminder
the students Mave on hand such as copies of signed loan commitments.
The question, further, must be very clear about the time period involved
and should use an obvious unambiguous boundary such as baccalaureate debt,
master's and baccalaureate debt, only doctoral debt, etc. Boundaries such '
as freshman or senior years are too vague and can easily, though not
intentionally, be misinterpreted by the student. According to the use of
the debt data, it would be worthwhile to Gifferentiate the sources of
debt, the\variety of loan instruments useé, and their different terms.
Finally, if students are queried well after they have graduated they

should be asked to separate principal from interest, though this may be an
.-

“

admittedly difficult task.

/Although this method 1gnores the underlymg deter.mlnants of debt, it
is st111 necessary to dissect the sample into as many homogeneous groups
as possible. T do /this the sample must contain a generous amount of
demographic, academic and employment information about each borrower.
Characteristics such as gender, marital sta;:us, employment status, job
type, race, aée, family inoome, field of study, type of school can be used
to sort out those in the sample whose debt levels are similar. L

The usefulness of this approach is that if we inepect the debt distribu-

tiogus of a well chosen sample of borrowers who are grbuped by seve).;al of
the above characteristics (such as single white male engineers) we can more

-

readily observe the extreme cases -- those with significantly higher or

L4

f\
- O
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\ lower accumulated debts. As a matter of policy. relévance, students with

debt levels at the high end will have a higher probﬁability of appearing in
the high debt burden ranges unless their future earnings and consumption

patterns are sufficient to compensate for their heavy borrowing. '1f

/
students with certain characteristics exhibit, more frequently thai others,

' hlqher débt’ 1evels then these types of Students must be traced carefully
through the .subsequent;. camponents (repayment and earnings and consumption)
of ‘this model. This ;would be done by matching these types of studentskwith
those about whom we have repayment, earnings and consumption data, as will
be described in the following sections.

A
m " Loan Repayment

In our model the measure of loar} burden is equal
g sy FERSpments to lscretionary
The consideration of loan burden does not really begin until the
student/borrower coﬁverts his accumulated debt into a series of payments
. that will fully amortize the debt. In most cases, each borrowi.ngktj.‘haf:' the

stud mt has made during schooling requires a separate repayment\sc‘he:dule.
This isf the case, many times, evén if the student borrowed one loan -during
each year of college from the same bank. Loan repayment, for our modeling
pur(ﬁbses, therefore, represents the sum total of all payments over tiJn;e

necessary to satisfy all loans fram all sources -- in effect, a consoli-

dated repayment. \

——

Loan repaymerft': for the individual student is not constEnt over time.
Although each of a student‘'s loan obligations may be amorélzed with equal
installment repayments, each obligation 1\5\ 11kely to have’ a different
payback (maturity) .perlod. In addition, repayment may fall to zero on one

OF more obligations if the student defaults. b




Even if we possessed accurate debt distributions for a fair sample of-
borruvers, as described above, each point on that distribution would have '

to be translated into its own distribution of repayments over time. Three

principal pieces of information would be necessary to construct these
repayment patterns:

0 each borrower's likelihood of default on each loan obligation

o each "interest rate to be charged on each loan obligation

0 the expected maturity period of each loan obligétion

Default patterns are extremely“ifficult to construct. Some borrowers
never begin repayment, choosing to go into default as soon as their notes
come due. Other borrowers, likely for different reasons, rﬁé;i‘:i"qurtail
repafment for 'only a short pe;:iod -- if unemployed, for example —- on a -
portion of their notes. Even in the federal loan programs where ébout one
out of every nine or ten borrowers are in'default the information on the
patterns and probabilitiés of default and repayment is outdated and limited
primarily to the Guaranteed Student Loan program. No information, for
example, is available which links default and repayment patterns for
students who borrow both a GSL and an NDSL. Information from private loan
sources is even more limited although less critical for npdeling purposes
because default rates on generally very low on these tangibly co}lateralized
debts. Obviously we c;an't survey borrowers before repayment begins about
their likelihood to default. And if we wait until the student defaults,
then. we most likely have lost their whereabo'uts and, as a result, cannot
determine the reasons for and the intended duration of their deliquency.

Interest rates "g;\all education related loans are fixed at the time

/

the loan is made. Besides the amount borrowed ghey are generally the most

readily known feature of a loan obligation. However there is some room for

13

-~
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.

confusion on the part of the student/borrower because rates on education T

Iqans vary considerably from a low of ghréé percent on NDSLs to 18 percent

and up on consumer, credit card and other private financing. AAding to

this iso the fact that most government education locans defer interest

accural as well as repayment while the student remains in school. Reasonably
accurate interest rate information could be obtained at the same time that
debt information is collected by asking students to itemize the various

loan instruments they used, the amount borrowed and the associated interest

———

rate.

AN
N\

Iq contrast to interest rate information, it is extremely difficult to
obtair; an accurate estimate of the length of th/e repayment period before

\ epayment begins. Although a maximum and mininum period is usually speci;‘.ied
under the terms of the loan, a repayment schedule is not negotiated between
,borr\ower' and lender until just before repayment is to start. This is not a
rigid sg:hedule, héwevér, and often permits accelerated repayment u;hich
thereby reduces the agreed upon repayment period. Consequently until the
fiebts.are fully repaid not even the borrower may know the time réquired for
vepayment.

The bést estimates of .r'epayment tﬁne would come from a thorou;h study
of repayment patterns for borrowers who have fully repaid their debts.
Evidence from a pre-MISAA study of GSL borrowers indicatsg an average
repayment period of 56 months, almostl: the dead center of ;}‘{e ten year
maximum repayment period., Since that time it appears that the average

repayment period has lengthened, perhaps to as much as 84 months. Unfor-

tunately, even this crude GSL evidence does not exist for the other federal

loan programs (NDSL, HEAL, HPSL, Nursing Loans, etc.) or for private financing.
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— -,_.The_bésLthat_can_beldone;lslto_,exa&inelloanlburden under varying assump- ) -
, » ~N
~ tions about the length of the repayment period.

Consuniption Expenditures

In our model the measure of loan burden is equal
to the ratio of repayments to discretionary
. earnmgs durmg the repayment. period. Discretionary ,
\earrungs is'eqgual to total earnings less a measure '
¢ of consumption....
3

Most earlier studies of education indebtedness (Daniere,! Froomkin,2

* Hartman3) have relied upon definltior;s of financial burden which were
fun_ctions of income. Daniere concluded that tolerable\education indebtedness
would not exceed 7.5 percent of a borrower's after tax mcgme. Hartman .
suggested that up to 15 percent of a college graduate's befo\se tax income
would not be an overly burdensome educatlon loan repayment. Froonkin, in
his study of educatlon loans and woien, deflned loan burden for single
women as 6 percent of ’che:.r income and for married women 3 percent of
their fanily income.

Of ‘course the income-based definitions used in those studies were baged o
upgn inplleit notiohs of the consumption patterns of the borrowers. Horch;,‘
in a 1978 Ustudy,‘l made these assumptions explicit by definin;} manageable debt
repayment as an amount equivelent to the "other consulnptiori" conponent of

the nationally-devised living- standards. This is one of several ways that

consumption expenditures can be edplicitly used for mcléling indebtedness.

e ———' Daniere, -Andre, "The-Benefits and\Costs o% Alternative Federal Programs —
: of Financial Aid to College Students," in The Ecoromics and Financing of
Higher Bducation in the United States (Jomt Economic Committee, 1969).

2 Froonkin, Joseph, Study of the Advantages and Dlsadvantgges of Loans
Yo Women, (DHEW, 1974).

3 Hartmari, Robert, Credit for College, (McGraw Hill, 1971).

4Horch, Dwight, Estimating Manageable Loan Limits for Graduate and
Professional Students, Educational Testing Sexvice, 1978.

[y
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' Consumption expenditures and their associated standards of living are used

— in a broxd sense in this model to derive estimates of discretionary, or

""" residual, earnings available to borrowers frcm which they can repay their

leans,
Conémption expenditures are the third building block in this model

\’& of financial reasonableness. After students leave school they generally.

begin working and repaying their education debts. They generally establish

separate households away -fram their parents. aAnd they begin to consider

how to spe;ﬁ, save, or invest the money that they earn. Their living
; expens;es » broadly interpreteé, are what is meant by condumption eiépenditures.
They are the outlays that this household makes to obtain those 1tems which
they use or need. The basic necessities of food, housing, clotiﬁng ax.:e
iacluded in this group as.well as costs associated with transportation,
education,'recceation, medical care, insurance, etc,

Consumption patterns are unique to each household. The expenditure
decisions made by the houseﬁold depend upon the preferences, income, educa-
:{' | tional background, and age of the individual household members. Mo two
v . households are alike even if matched across numerous socioeconamic charac-

teristiés. As a result, it is difficult to éerive measures of individ;lal
\ houséholds consumption patterns. But experts in the area have devised ways
_\\ to:gyiuster household expenditure patterns into those which represent '1ow,
r\ » ;intermédiate and high standards of living.
\ Briefly those living standards have been developed using two types of
— \- - - information: - T ' . .
\' 0 scientific or technical judgments concerning the requirements for

physical health and social well-being such as minimum daily nutri-
\ tional requirements. .
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o0 analytical studies of the choices of goods and services made by

consumers-such as recreation or education expenditures,
The intermediate, or moderate, standaré@ of living is the\first one derived.

Then the costs of the intermediate standard are scaled upward and downward

by varying assumptions about ‘the'manner of living and by providing different
quar;tities and qualities of the necessary goods and se':vic:es.1

These standards of living do not represent the ways in which household
income should be spent or the ways that average households actually spend
their income. But whén considering financial indebtedness these standards
give us a means of estimating whether household income surpasses these
levels with incame enough to cover educational debts. If all households
who have education debts lie far above these living standards ovér the
entire repayment period then all is grand. But this is .probably'not the
case and cloSe examination is required of ‘t;hose households who fall below
or marginally close to ﬁhese levels. Those are the families for whom debt
burden is likely to be oppressive. -

The exact measure to use for this standard of living depends mostly
on the population that it is to represent. In our model it is the population
of recent ,co"llegé graduates who are repaying their education loans. Forl
this group there are several indicators from which to choose:

o the Bureau of Labor Statistics (BLS) low and intermediate Standiards
for all households ) :

o the BLS levels of consumption expenditures for households whose
heads are college graduates aged 25-34.

o the BLS based College Scholarship Service (CSS) standard maintenance

allowance for families with children in college

o the BLS-based CSS independent student allowance for self-supporting
students in college.

1

For a full discussion see Bureau of Labor Statistics Handbook of Methods

N

-
'
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. l'
—_Each of the indicators could be used but each require caution when inter—
preting results based on their use. The first indicator -- the overall

BLS measures —- obscures the differences in consumption patterns attri-

butable to age and eéucational attainment. Work by 'Ihurow—; Ghez amd

Becker indicat-:es that the desired profile o'f consumption over a working E 1
lifetime differs significantly fram the earnings profile and that relatively
greater desired consumption is desired at earlier ages. Also, desired

cm§unption experditures at earlier—ages are sensitive to anticipated

-earnings at more advanced ages. We find, for’ example, fram the 1972-73

BLS Oonsumer Expenditure Survey that for all houscholds the average

consumption expenditure is $8,270 but for househélds whose head is between

25 and 34 years old consunp,ggn expenditures average $9,014. This suggests

that living standards derived fram theése cénsunption levels would be

3

somewhat higher for the age group just out of college.

Although there are no BIS living standards specfically developed for
recent college graduates the overall BLS standards could be adjusted to
afpproximate the consumption expenditures of households with heads who are
25-234 .years 0ld and have campleted 4 or more years of college, 'J}:xis

adjustment would help overcome some of the above problems. The narrowed
age group corresponds closely to the period during which typ‘ical borrowers
will repay their loans. The educational attainment restriction attempts
to encampass those likely to have educational debt altho(:gh it falls short

© in two respects:

o dees not include noncollegiate borrowers

o overlcoks households where spouse or other household members have
education debt but the head does not.

The third and fourth indicators are part of a pair which the College
Scholarship Service derives fram the BLS low standard of living for the
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purposes of computing financial aid. One allowance applies to the families
of undergraijuate college students. It is camputed by first subtracting

out that portion of the overall BLS standard that represents the student's
basic living expenses for a nine-month period. Then the remaining consump-

/\tion costs are adjusted by estimated changes in the CPI. For our current
modeling purposes, this standard maintenance allowance for families with
children in college is not a very good proxy for the standard of living of
borrowers who are repaying their loans but may serve in the future to
examine parental ability to borrow unler the newly enacted federal parental
loan program.

The secomd allowance is for self-supportiﬁg students and is derived
from the BLS low stardard by assuming a speci*fié distribution of consumgtion
expenditures. Then added to this budget are adjustments for state and
local income and other consumption taxes. Finally, these expehdituresiare
also updated by the CPI. This independent student allowance is intended
to represent consumption levels 'o;f st;udents not colleige graduates. 2And
since it is likely that the consumption of many goods and services is
postponed while in school the levels use kv CSS would be lower than for
those who have just graduated or who have quit college and are in the

. labor force.

Earnings During the Repayment Period

In our model the measure of loan burden is equal to the
ratio of repayments to discretionary earnings during the
repayment period. . Discretionary earnings is equal to
* total earnings less a measwre of consumption. For these
purposes total earnings includes wages, salaries and all
other non-wage incoame.

General Estimacion Procedure. The modeler's initial step when

estimating an earnings profile is to identify tlose factors which determine

income and other earnings. Secornd, the modeler must decide what functional
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configuration these factors take and what statistical technique will be
used to estimate that functional form. Third, before any estimation of
the relationship between earnings and its likely determinants begins, the

modeler must hypothesize the likelihood that there exists strong correla-
tions among the determinants. This will provide a framework against which
the results of the estimating procédure can be evaluated. Fourth, the
modeler must examine the available dat:ar sources to determine if each
determinant can be fully specified or if other approximations are necessary.
Finally, havin'g" specified the detemminants, the sample sizes to be used

the functional form, the modeler can estimate the earnings function and
compute the standard error of the estimate (under certain statistical

assumptions), .

" Determinants of Earnings. Earnings are a camplex function of education-

al attainment, work experience, previous earnings, type of job, hours
worked, geographic location, postschooling training and other factors.
Schooling is'only one type of human capital investment which generally
*rt;zsults in a positive return over the working lifetime. Other employment-
rélated investments such as skills training generally prodnce returns to
ea;rnings as well as to future productivity. Human capital theorists do
nol' agree on the configuration of the earnings function. And only recently
ha\’(e ‘both the theoretical and empirical work developed to the extent that

I

ea}:nings function incorporate factors such as postschooling investment

ard obsolescence and deéreéfation of human capital. The earlier, simpler
f,érmulations of earnings functions were used predominantly to derive
éstimates of rates of returns to schooling. More recent work focuses on
the earnings functions themselves for direct applications to questions of

retirement and health care programs, for example.

25
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Functional form and Statistical Technique. It is common practice

that earnings functions are estimated using linear regression techniques

»

interpretable. The particular functional form usad is also a matter of

convention at this time having been based on extensive empirical investiga-

“tion. It was found that earnings over a working lifetime increased at a

decreasing rate. This meant that neithe:r a purely linear or log model '
%uld fit the observed data with desired precision. In order to best
approximate the observed earnings patterns economists in the literature, N

]
have developed a log linear earnings function which contains a number of

nonlinear terms. The earliest formulations contained a nonlinear term for

work experience (work experience squared) to account for the plateauing of

2 3 4

earnings. Later work by Reinhart®, Lindsay™ and Dresch ™ have also

included a nonlinear term for liirs worked in attempt to better fit the
observed data.

Mult:icollinearit:y5

The abserice of multicollinearity —— a linear relationship between
two or more exogeneously determined independent variables ~—- is one of
the three principal assumptions which allow modelers to follow a multiple
regression technique. The other two assumptions relate to the indepen-

dence and normality of the error temms. If the independent variables do

2'7Reinhardt, Uwe E. Physician Productivity and the Demand for Health e

Manpower, 1975.
3

Lindsay, Cotton M. "Measuring Human Capitai Returns" JPE, 1971,
4 Dresch, Stephen "Marginal Wage R~ tes, Hours of Work and Returns to '
Physician Training and Specialization", 1980.

3 This section draws from E. Malinvaud, "Statistical Methods of Econcme-

trics", Chapter 6.
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exh1b1t~mult‘collmear:1t1es the coeff1c1ents in the regressmn are not

identifiable. It is often the case, however, that the independent variahles

are almost but not perfectly collinear. Ror exanple,_ in our earnings_

functions the experlence variable and its square, the mmber of mours
worked and its square, and age and its sguare and cube are all 11kely to
exhlblt some colhnear:lt 7. ‘These gpproximate linear relationships may be

purely acC1d‘enta1.but may in most cases express the dependencies due to

. TR .-
phenomena other than that described by the model. - When this occurs

estimation of the model coefficients hecames very uncertain and can be
revealed only by calculating the standard errors of athe estimated coeffi-
cients, Astfarv as the prer;lictive precision of the model, it will not
suffer as long.as we assume that the multicollinearities which existed
during the period of observation will still hold during the period of
prediction.

Data Cons‘:iderations. The data which modelers muse turn to for

estimating ea;rn;ings functions can be of three types, each wich its own
advantages and gdisadvantages -- longitudinal,, pooled cross-sectional amd
single year cross-sectional data. .
Iongitudinal data is collected by following a person or group of
persons over an extended period of time. The purpose of this data.
collection is ger;ta‘f;ally to witness changes in particular demographic
characteristics of-_ the group such as educational attainment, occupation
or earnings. In order for the information collected to be analytically
useful the group (or cohort) must be statistically representative of a
relevant population. The major concern when designing a longitudinal
survey is to assure that the cchort and the information collected is

carefulily chosen to minimize sampling error.

:
o<
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A longitudinal survey used for estimating earnings would require a

»

¥ careful tracking of earnings and\ related demographi. characteristics over a

»
working lifetime. One or more cohorts would be followed ard necessary data

would be collected at periodic intervals. Earnings functions generated with

this longitudinal data would be internally cqnsistent and would not rely on

f:;gégenéaély determined estimates of other demographic characteristics such
as years of experience and number of hour; worked. (When using cross-sectional
data these exogenous‘éstimates will likely lead to\ biased estimates ofl the .
reletion between earnings ani these exogenously determined variables.)
Unfortunately, though longitudinal data is technically more desirable
it is extremely costly and arduous to ob.cain and maintain. As a result,
edutation or employment data have rarely bezen collected on nationally
representative cohorts for more than a few years ard, nofe often than not,
cross-sectional data must \be relied upon. |
Cross-sectional data can be used in two ways to estimate earnings
functions. .Either of these methods is more economical than using longi-
tudinai data but, at the same time, increases the variability of the earnings
estimates. (ne method is to combine, or-pool, several years of cross-sectional
data into a merged data set _that aép:bximates a longitudinagl data base. Each
yea::'s cross-sectional data comes from a newly drawn sample of the population
urder examination and E’he samples are merged across scme variable such as
age. The Nvantage of lorgitudinal data is that we know exactly for each
person in the éémple how their earnings have changed as they age. With
poolec? cross~sectional data we can only assame that the observed temporal
changes in earnings represert an estimate of actual earnings changes. So,
for example, we would assume that the 35 year old cohort in the 1980 Census
earnings survey is a good proxy for the 30, year old oohort in the 1975 Census

survey. There is unmeasurable error associated with this assumption (when

. i
. 2
. - £ ’ . A .
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only pooled data is available) and it represents the principal weakness of
pooled cn?sssectional data -- lifecycle charnges are esti:nat;ed frgn cohort
cl;anges.

"A second, and even more econcmical, method relies on a single year of
cross-sectional data. This method becames an attractive option when lorgitudinal
data is not available and when several years of cross-sectional data which might
be pooled are not perfectl'y campatible. However the earnings function that can
be estimated fram one year's data assumes' that the earnings of the older persons °
in the sémple reflect the charges that will occur in the earnings of the younger
persons. In contrast to pooled data where, for example, the 30 year cohort is

‘statistically represented by the 35 year old cohort five years lé}r, single year

data affords no future point of camparison. The 35 year olds in the sample are
assumed to represent the future earnir:g's circumstances of the 30 year olds.

Another important limitation of the single year method is the analytical restriction
usually forced by a small sample size and the reduction in the number of observations.
A ;:elatively small sample will often preclude the examination of earnings (or
whatever characteristic) for some subpopulations because either there will be no
observations for a particu{ar subgroup or the ,standard error of the desired
characteristic is much greater than the estimate of the characteristic itself.

Comparison of Three Data Types for
Earnings Function pstimate

Qst of Variability
Survey/Processing/ Sample of Earnings

Date Type Estimation Size Estimate
Iongitudinal ~ Most expensive Generally designed Sample)error
Survey . to be adequate R

Pooled Cross— Moderate to

section Data expensive Mequate Sampling error;
cohort effects
may confound
lifecycle effects

Single Year [east expensive Generally Sampling error;

Cross-sectional inadequate for cannot estimate
thorough analysis cohort ,or life-

\;yyef fects
23 '
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Beyond 'i:hese general data considerations there are several specific
considerations which relate to the approximation of the irﬂé;én\déﬁt\va%
used in the earnings functions. whichever data source is chosen it must
'contain an exact measure for the desired variables or allow approximations
to be madle. There are several important variables that generally require

e %fg;ﬁnation and the modeler must consider how these will affect the

‘ earqings estimate.

. )One critical example is the 'maasure of work \experience. The experience
variable is generally not directly av;ailable through survey data. Tradi-
tionally,. experience and its square are based on a proxy measure of age .
minus ye'ai:é of schooling minus six. This construction assumes that both
schooliné and employment are continuous and may, as a result, underestimate
th: years of work experience. It would not account for variations in
patterns of labor fgrce participation such as the employment lapses of young
mothers or the shifts between .ful} and partt:'Jf\e emp}oyment of some workers.

Because of this, any computation of loan burden may tend to overestimate, to

a small extent, the percent of earnings that will be encumbered by loan

!’

repayment. .

Estimated Earnings Functions. Once the data source is selected amd all .

[

the variables or their proxies identified, the modeler can then estimate the

eafnirigs functions. A separate @arnings function can be estimated for any
desired subpopulation such as race, age or gender groups an dany combinations.
These earnings functions can be evaluated for each age group, producing a

profile of medi;—m earnings by age for any of the desired subpopulations. In
addition the statistic;al properties of the log linear form allow the /
modeler to readily estimate the upper and lower quartile boundaries around

the median earnings.
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The use of a log linear formulation along with multiple regression
results in unbiased estimato;:s of the coefficients which measure the strength
of the relationship between each independent variable and earnings. These
coefficients are subject to the uncertainty resulting from any collinearities
(as discussed above).

The choice of subpopulations depends upon several factors including
the availability of debt information, the empirical evidence of what factors
significantly affect earnings and any relevant policy considerations. Where
possible earnings -profiles should be matched closely 'with debt distribu-
tions. There are three examples where this is not generally possible
because of data incompatibilities., Firsit, earnings data generally does not

allow direct differentiation b}f type of degree. Baccalaureates earnmgs can

" be approxlmated by those having 16 years or more schooling; advanced degree

holders by 18 years or more.‘ Second, earnings data generally indicates
occupation but not academic field of study. Both are important variables:
occupation because all the earnings literature igdicai:es that choiee of
occupation is a strong determinant of future eaminés; field of study

because it is an important policy variable in indebtedness analy51s )/epre—

“well as indicating 11kely borrowmg levels‘ The best that can be done is to
suggest, fram other data, the probability that a worker in a pa‘rticular;

occupation came fram a particular field of study. ‘third, no available

earnings data separates borrowers from nonborrowers. Thus, we must assume

(as discussed earlier) that ghe earnings of borrowers and nonborrowers

follow similar patterns.” A minimally feasible set of subpopulations relevant ~

to indebtedness analysis would include: ' / )

Lo
b
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gender

race

marital status

age (as an experience proxy)

educational level

occupational group

hours worked (employed/unemployed/not in labor force)

00000O0O0

Projecting Estimated Earnings Functions. The estimated earnings

_ functions mt:?st be projected into the futwre to cover the period during which
the borréwer is expected to repay. Generally this is, at its maximum, no
more than a 10 year span beginning within a year after the student completes

. school. . -

If the modeler used longitudinal or pooled cross-sectional data for
% estimation then evidence from this data might frlake it possible to take
‘_ account likely shifts in the shape of the earnings function over time.
Otherwise, if only single year cross-sectional data is used, then the
modeler must assume that the éarnings function remains constant over the
projection period. That is to say, though t?oth real and nominal earnings

.will rise over time the relative position of earninc‘gs at aniz age will remain

the séne. ‘
_There is really only one method available to accomplish these projections
and that i§ to inflate all points on the earnings profile by a single
reas at;le incame inflator. Though projéctions of earnings grc.th may
fluctuate annually, an average inflator will suffice if the modeler also
tests the sensitivity of ‘the conclusions about loan burden to small changes
in this chosen inflator. "~
Income inflation estimates are available from several federal and

grivate sources including the Office .of Management and Budget, the Congres-

sional Budget Office, Chase Manhattan Bank, Wharton School of Economics,
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Data Resources Institute and others. All rely on macroeconomic models for

nationwide economic forecasts of unemployment, price inflation, wage inflation, |
trade balance, etc. The CBO's December 1980 estimates for median family

income growth, as an example, are between 10 and 11 percent for the six year

period from 1981 thru 1986.

The Integrated Model

The best way to explain the use of this financial indebtedness
model i:s to éraphica.lly trace an example of the loan burden computation
for a particular group of borrowers. For the{ sake of example let us
cbnsider the average debt bprden for undergraduate borrowers. The numbers
used are illustrative only.

F - ':( ,
FIGURE A:

Education Debt Didtribution °
for Baccalaureates

Percent Median Debt = §2700
. of Cumulative .
) Borrowers Frequency .
Distribution

o \ 50)
: |

o ] 2 3 4 5 6 7 8

Education Debt, in Thousands of Dollars

" From the debt data we see that the median debt level for all undergra- '

duates is $2700. We can convert the median debt into several repayment

2




streams that might encompass the 13;:§; range of interest rates and maturity
periods which we would expect. " For example, since federal Guaranteed Ioans
which carry a rate of 7 percent for about one~half oanll secured education
_ig:ns it ‘might be réqsonable to assume 7 percent as a likely minimum for
most undergradﬂgte borrowers. A higher rate of, say, 9 percent could be
uséd in an attempt to weight the rate for possible higher cost private
borrowing. This rate could also represent a test of the effects of the
recent GSL interest- increase on borrowers. A range of ggturity periods can
also beﬂchosén which would contrast burdens incurred by those who repaid in
the early years with those who repaid later The model iser ocould select
maturity periéds,of 1 year, 5 years and.10 years which would bound all
currently permissible repayment limits. Again, as in thé interest rate
case, a somewhat longer period such as fifteen years could be used to
siﬁdlate the effects of the héwly allowable extended repaymené provisions.

Graphically the transformation‘fran debt to repéyment wouid look iike
this: 'FIGURE B:

a Amortization of Median

Baccalaureate Debt Under Selected
Repayment Terms

3,000
F— ANNUAL REPAYMENT
Anhual Maturity Period,in years
- Repayment, .
~ in Dollars . 1 S . 10 15

2,000

~J
o

$2803 1% 642138376 {$291
Interest
Rate

w0
o\

$28331$ 6731%410 [$329

10 15 20
of Repayment
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Repayment is the numerator of the loan burden ratio; discretionary
_earnings (after taxes and consumption exp;enditures), the denominator. Data
from tfle Census Bureau or other. sources can be compiled to chart the

likely earnings pacterns over a working lifetime of those w1th bachelor

degrees. Although\these patterns are not perfectly oompatlble w1th the

debt data they can be used as the basis for earnings profiles. Furthes. - - -

reductions in earm.ngs caused by taxes and consumption can be made to
these proflle; } to produce a pattern of discretionary earnings. (Figures C
and C1 illustrate an estimated earnings profile with after tax earnings,
consumption expenditures and debt amortization). . ‘The earnings curve that
is illustrated represents the median earnings in any particular year. - 1f,
in addition té i:his median profile, we iéad a measure of the dispersion of -
earnings around this central measuré we could further compute the range of
loan burdens attributable Eo differences in expected earnings levels (such
an example will be presented in Chapter iII, An Empirical Example).

With the earnings information we can then compute -the average expected
percent of discretionary earnings which is encumbered by 1oan repayment --

"the loan burden" -- under the several ccmbination of assumptions about

repayment period and interest rates (See Figure D).

J
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FIGURE C:

Earnings and Consumption- Expenditures

by Years of Work Experience for

&

- Baccalaureates
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FIGURE C1:
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. FIGURE D'
Total Earnings, Total Earnings, in After Tax Total Discretionary After
in Current ——-Current Dollars Earnings, in Current Consumption “Tax Earnings, in
Year Dollars (At 10% Inflation) Dollars a/ Expendityres b/ Current Dollars c/
" $ 9,500 $ 9,500 $ 7,790 ‘ $ 7,0n $ 779
5 14,000 21,000 17,220 N\ 15,498 1,722 o
10 18,500 48,000 _ 39,360 — 357428 - 3,936
15 22,000 92,000 75,440 64,878 10,562
20 24,500 - 165,000 135,300 116,358 18,942
Discretionary After : Repayment and Loan Burden Undér Selected Rates and Maturities .
. - Tax Earnirgs, in A B _ e D
Year Current Dollars: 7%/60mos. % burden 9%/60 mos. & burden 78/120 mos. & burden 93/720 mos.. & burden
® ) .
1 $ 779 $ 642 82.3  $ 673 - 86.3.,  § 376 48.2 $. 410 52.6 -
5 1,722 . 642 37.3 673 »  39.1 376 21.8 - 410 23.8-
10 3,936 376 . 9.6 410 10.4

15 10,562
20 - 18,942

Fram Statistics of Incame, roughly after tax income equals 82 percent of total income
Through years one thru ten cousumption equals 90 percent of after tax income. After year
ten consumption equals 86 percent of after tax income. Both adjustments based on 1972-73
Consumer Expenditures Survey

Equals after tax earnings less consumption expenditures.
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The General Capabilities and Shortcomings of the Integrated Model

The greatest benefit of the integrated model is that it allows the
model user to make some reasonable estimates of loan burden for specific
and relatively hamogeneous groups of borrowers. These estimates would be
made with the best available data using statistical technigues which entail
well-known behavioral and mathematical assumptions. Within the limits set
by these assumptions, the model per.mits the estimation of loan burden under
hypothet'ical circumstances, such as higher debt levels, longer repayment
periods, higher earnings, greater or lesser consumption, etc.

The model's flexibility ﬁer‘mits the disaggregation of the characteristics
of loan horrowers across many dimensions. This would enable" the modelers
to begin unraveling some the intertangling factors which determine loan
burden. The model would also allow the user to compare the chances among
students/borrowers with different characteristics of winding up with
inordinatel.y high loan burdens. For example, the model can be used to
compare the loan burdens of students fram different fields of study.

A general drawback to the model, aside from those specific construction
and estimation problems already mentioned, is the inability to isolate the
determinants of debt, future earnings or consumption expenditures. Knowing
the determinants of each of the iodel components is critically important if
the modeler/user wishes to relax some assumptions about furture repayment,

eamings, inflation or consumption patterns. For example, it would be

/

40

.-

<
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important for the modeler/user to know whether students korrowed more
as. the maximum repayment period is lengthened. Then if the modeler wished

to assume a longer repayment period of twenty years, the combmed effort of

debt level and repayment time could be taken into account.
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‘_ General Mathematical Form of the Loan Burden Model

. Individual Borrower Group of Borrowers .
1o IBy= Ry S8y = Ry
. i
DEik DEik

Where LB., is th2 Joan burden of
the ith BSrrower in the kth year of
repayment ( )

R;, is the amount repaid by the ith
p&f‘rower in the kth year of repayment

DE.. is the discretionary earnings of the : .
ith*oorrower in t;hc kth year of repayment

’ : \

2. Ry = £(D;, I MRy ‘ 2 Ry
Where D, is the total debt of the ith
) borrowet at the time repayment begins

I. is the weighted ipterest rate on
all loans made to the.ith borrower

MP, is the weighted maturity period of \
all loans repaid by the ith borrower \
: - |
‘ 30D = 2.4y : ’ >

L .. i
Where 4, . is the debt incurredl by
the ith*Borrower in the jth year of school

. plus any interest that gccrues on that
debt-before repayment'l;egiiy

/\\

4., I.=( 21i..x4d..) . S (D, x I.)
j 5 1 i3, , ;i i
% . . (€ D
., , Where i, . is the interest on debt d,
’ fncurcedby the ith borrower in the'3th year
\ .
Dy =h

for the 1& borrower tc fully pay off debt di'

g

;- ) - -

’ ) Where mp,, is the time period (k years) required .
]

t
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. . /
Individual Borrower ('/\' Group of Borrowers

6. DBjy = By ~(Coy#Ty) f Dy

g

Where E;, is the total earnings of
‘the ith ower in the kth year of

repayment .

C;, is a measure of the total
c&hsmption of the ith borrower in
the kth year of repayment

T., is the total federal, state )

1881 ang FICA taxes paid by the o~ - K
ith borrower in the kth year of

repayment .

7. E; = £(EXP, EDUC, AGE, HOURS, MARSTAT, -3:
388, 1oc, PREVEARN) ‘ i

Where EXP., is the years of work experience
of the itﬁkborrower in the kth year of
repayment:

EDCC,, is t:he number of year of schooling of
the 1¥h borrower in the kth year of
repayment

’

AGE,, is\the age of the ith borrower in
thelkth year of repayment

HOURS., is the number of hours worked by
the ith student in the kth year of repayment

MARSMTik/\is the marital status of the ith
borrower™in the kth year of repayment

.JOB,, is the type of job held by the ith
bor%,gwer in the kth year of repayment

IOC,, is the region where the ith borrower
wo:ftg in the kth year of repayment

PREVEARN., is the previous year's earnings
of the iﬁﬁ borrower in the kth year of

repayment

1/ Te specific functional form of earnings deperds in part on wnvention
and on the available data. For a complete discussion see Chapter Two
"Lifetime Earnings.”
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\\ 8. Ty = f (WELFARE, GOODS) é.cik

Where WELFARE,, is a measure of the needs
of the ith.bo&ower in the kth year to maintain
physical and mental health; and :

GOODS ic a measure of those goods and services .
which the ith borrower would need to consume in - .
the kth year such as housing and recreation

9. Ty = %(Tilcn x By ) -

Where t,. is the mth tax rate imposed on the
ith lgggi‘&er's earnings in the kth year
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CHAPTER IX

AN EMPIRICAL EXAMPLE ‘ ‘
) |
This chapter presents an enplrlcal example of the loan burden model described
> /
above. It describes what specific data was requir?d, what assumptions had to° be

made, and what results \}ere achieved using a set,éf recent data sources. The
| ‘,

loan burden evidence presented here relates only to those certain years, certain
types of students, and certain educational and employment experiences. It is not
meant to be a best gues/s of current (1981) loan burden or future lozan burdens.
The next chapter w111 élscuss the implications of the use of this model in
answering these and other policy relevant questions.

/ .
Debt Data Sourceé

-
Three debt data sources were initially considered:

G the 3rd followup to,the 1972 Netional Longitudinal Survey (NLS) of
High School Seniors ——

o the 1978 Survey of Recent College Graduates (Survey) and

O the 1978-79 applicant file of the Graduate and Professional School
Financial Aid Service {GAPSFAS)

Evidence o~ education debt from the NLS was tabulated for various characteris-
tics of siudents including race, sex, age, marital status, academic level,
dependency status, field of study and financial aid use (see Apperdix A). ‘The
NLS proved of limited usefulness for further work on this st;de because 'stxxdent
debt was only recorded in broad in£ervals, e.g. $1,000-1,999, which did not
pg:rmit acurate measurément of the average or median debt levels necessary for
loan burden computations.

The 1978 Survey of Recent College Graduates, however, did obtaii point

estimates of student debt:2 rather ghan interval estimates and became the

1At: the time of the 3rd followup, about 35 percent of those high school
seniors originally surveyed-had received the/i;: -bachelor's degrees.

2Point: estimates have no range. In the Survey students were asked to
select their best single-number estimate of their cumulative undergrajuate
debt.

4
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-indebtedness for those graduate students who applied for aid through this

=

‘main debt data source for the study. The Survey results were the most

recent evidence of undergraduate student cumulative-debt. The Survey was

-

statistically representative of baccalaureate and master's recipients

although some cénplicated stratifying procedures were used. The Survéy ‘

contained sufficient data to identify all necessary characteristics including,

in addition to those mentioned for the NLS, -employment ‘status and continued

schooling. Its chief drawback was that it only requested undergraduate

cumulative debt levels even for those in the survey who had obtained advanced o

degrees (see Appendix B for a description of the Survey and its data).

The GAPSFAS data was an improvement but did not completely overcome the

lack of graduate student debt data. It provided point estimates of cumulative

~

service. But GAPSFAS applicants are a non-representative group since they

are cdupriséd mosgly of business, law and medical students. For those

professions and a".\f\ew others, however, the GAPSFAS data did allow us to

obtain estimates of \méaiii and median debts likely to be incurred by those
AN

students (see Appendix\C\for a review of the GAPSFAS debt data).

Earnings Data Sources

Data from the Census Bureau's annual March Current Populaticn Surveys

(CPS) of household and individual income were considered bes* suited for

this study because they provided both a statistically sound and sufficiently

large sample in addition to educational attainment and employment information.

It was necessary to have a data source which could produce as many different
earnings profiles as possible, in 'order to match the different debt distribu-
ticns that were createﬁafrom the Survey data. '

The only other irrp;?tant potential source of earningé data was the 1975

Survey of Income and Education (SIE). It was rejected mainly because of the
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-extra effort necessary to obtain the data and to "age" it for several

additional years of earnings growth,

Once the CPS was sele~ted it became necessary to decide whether ten or
more years of Census data could.be used to form a multiyear cross-sectional
earnings file or if a single year's-data would suffice. Problems with
canpatibility'acros; yearé for the Census data and the study's time won-
straints led to the use of only the 1979 Census March CPS for the c'or_mstruc-
tion of earnings prc:files by aée, educational attainment, employment status
(ful}-time, part-time, etc.) and occupation. (The general pros and cons of
longitudinal vs. multi—year cross-se:ctional vs. single year cross-sectional
data were discussed in Chapter*I, pp.18-20).

A number of specific concessi:pns-énd“assmlpti‘ons went along with the
choice of using the 1879 March Cps. _First, the single year's sample was too
sparse-to pgrmit,theL estixnatiér} of éamings profiles for:

o part-time employed black r_néles and blac_;l; an;i white females

0 full-time employed black males and black and white females by occu-
pational category ) .

Seocond, the educational atta-imnent daéa ir the March CPS is by years’of
school oonpiéted. As a result bé_ccélaureate and masters recipients could
not be postively identified but were ass'umed to have completed 16 and 18
years of school, respectively. - For cerfain professional position’s —_—
lawyers, doctors and college and vuﬁivl,ersity teachers — years of schooling
were assumed to\ be 19, 20, and 21, respectively, in order to gpproximate
their advanced training. Third, mage was used as a proxy for work experience,
assuming that work experiencé’ equals age less years of schooling less six
years. Fourth, since the earnings data were drawn from a separate source

then the debt data it was decided that earnings groups would be left




disaggre;gétéd by race, sex and marital status. ANeither.the debt data nor
the earnings data could be used to further collapse these groupingé because
1) the debt data could only provide the appropriate weighting among these
groups for recent tjraduate and offer no insight as to how these weights
might chaxwe during the repayment period and 2) the earnings data cannot
anticipate the shifts in labor market participai:ion amwng these groups that

would occur during the repayment period.

Selection of Student Categories
' Given the data constraints discussed above, compatible debt ard
earnings data were available for 52 categories of student borrowers, as

follows

- 0 Full—t:me employed (35 hrs. or more per week) white and black males
and femalée baccalaureates, single and married

O Part-time employed (10-34 hrs. per week) white male baccalaureates,
single and married

O Full-time employed white male baccalaureates, smgle and marrled,
by twenty occupational categories

0 Full-time employed white male advanced degree holders (professoi:s,
ergineers, lawyers and physicians) by occupational categories

For each of the above student categories the following information was
camputed :

o the distribution of debt and debt quartiles

o annual loan repayment at seven percent for ten years

o the estimated distribution of future earnings, taxes, consumption

expenditures and discretionary earnings

O the estimated loan burden by year of repayment*
(see Apperdix D for this data for each student category).
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Summary of Empirical Evidence

The chart which follows presents a summary of our empirical study of
loan burden. It presents loan repayment as a percent of discretionary
earnmgs for all the studeht/borrower categories discussed above. It has
_simplified the-analysis of loan burden in a number of ways. It onl.y depicts
the loan burden of those who have the median debt in their category. It
does not ‘show the level of loan burden that would result for a borrower who \

had more or less than the median debt. Similarly the earnings which are

N

" used tO compute discretionary earnings for each category are the median
earnings for the particular category. Borrowers whese earnings depart from
thid middle point are not portrayed in this sumary chart but are described
in the Variations section. Also, loan burden fraw married borrowers is
camputed assuming that the borrower is the sole wage eafner in the household.
Thie assurption tends to overestimate loah burden for those marr;ed borrowers
who are likely to have a workirng spouse.

Addltlonal assmnptloni @;ShA are Etiigiled in the chart are as follows

and are followed by brief rationales:

o this median—debt student/borrower is assumed to repay at an interest
rate of 7% for 10 years

O this median-debt, median-earnings student/borrower is expected to
consume at the BLS low standard of living and to pay 25 percent of
earnings in federal, state, local and social security taxes (see
Ppperdix E for consumption experditure levels).

o the rate of growth in earnings and in the low standard of livimg
level is taken fram forecasts in the FY 1982 Carter budget (see
Pppendix F for inflators).

The assumption about repayment terms appears reasonable because the

\largest cshare of student debt is from the federal Guaranteed Student ioan

program which, at the time these students borrowed ¢ carried terms of 7

5o
-

()
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\percent and .a maximum repayment period of ten years. Of course, some
students received federal National Direct Student Ioans with terms of 3
percent interest and ten year repayment while others borrowed through other *

private sources whose terms often were higher interest rates with shorter

repaymeﬁt periods. Also, élthough interest rates are fixed, many studénts
may ~choose to repay in a shorter period.

The (bllege Scholarship Service (CSS) derives alconsunption experditures
measure directly from the BLS low standard which is specificaliy designed

for independent students under 34 years old. (See Chapter I, pp.11-15 for a o
-general discussion of consumption exper. ‘tures) This measure is used in
this anlaysis as a proxy-for the BLS standard. ' The CSS measure is adjusted- = --—

for slight differences between the consumption patterns of independent

(self-supporting) students and debendent students. It also varies by family
size which permits the use of different standard§ for single and married
student/bor;owers. The use of the BLS low standard and this CSS derivative
appears justified if one believes that all college graduates should be able ' ——
to live at the BLS low standard. And, in addition, this assumption provides
an gopropriate base from which the effects of variations in student's
cous&npt’:ion levgls can be viewed.

The future earnings profiles derived fram the Census data were estimated
in constant'1978 dollars. In order to make these profiles compatible with
the repayment‘ schedules they must be put in terms of current dollars i.e.
dollars of the year @n which they are earned. Us@ng the Administration's FY
1982 budget forecasts of future increases in salaries and wages an earﬁings
inflator \;las derived to convert a dollar of 1978 earnings into the.appcopriate

amunt of any future year's earnings.




r Price Index. These were also taken” from

r et

Any nega_tive entry on the chart, (-) ,"—indl\cates that discretionary
earnings .were below zero and that those students, regardless of their debt -

level, oculd not sustain themselves at the BLS low standard. For example,

P

ﬁhe data show that for the first two years of repayment married, part-time
employed white males had negative discretionary earnimgs. This situation
could be further exacerbated if debt levels were also high.

An antry on the chart could be greater than 100 percent if discretionary

earnings were positive but very small in comparison to annual repayment

" levels. 'As an example, single health technicians (occupational category &

#11) in their third year of repayment had total annual discretionary

’ earnings of $70 which was swamped by their repaymen- obligations of $529

(making the ratio of repayrent to discretionary earnings 7.557 or 755.7

percent).

"see Appendix F for the inflator used. It should be noteg that the %
critical statistic ~- discretionary earnings -~ is dependant upon the
differential between the percent annual increases in earnings and consumption,
not their absolute levels.




Table 1:°
Ioan Repayment as a Percent of
Discret‘ionary Earnings

>

Student/Borrower . , Year of Repayment
Category W . . 4 . 5 6

Undergraduate Degree Recipients

"* 1) ALl Pull-time
. Employed white
~ Males

sihgle (annual repayment
married (annual repayment

" 2) All Part-Time

Bvployed White -
Males .. : -
single (annual repayment
married (annual repayment

3) All Full-Time
Employed White
Females

single (annual repayment
married (annual repayment

4) All Full-Time.
Bmployed Black
Males

single, La;mual repayment
married (annual repayment $223)

5) All Full-Time
Employed Black
Females

single® (annual repairment 279)
married (annual repayment 139)
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©o Ioan Repayment as a Percent of
, Discretionary Earnings .
- SEdent,/Borrower - : Year of Repayment
Category - 1 2 3 4 5 6 7 8 9 10
N Occupatxonal Groupmgs (Full-Time Employed White Male Baccalaureates Only)
1) Acosumtants N
single (annual re nt = $ 265) 6.0. 4.8 . 3.8 3.1 2.5° 2.0 1.7 1.4 = 1.2 1.0
married (annual repaymemt—< $ 139) 3.5 2,8 2.2 1.7 1.4 1.1 0.9 0.7 0.6 0.5
Y \/ \ ~ N .
2) Architects : : \ ' A
. single (annual repayment =$279) 7.6 6.6 _ 5.7  4.9. 4.1 3.3 2.8 2.4 2.0 1.7
e married (annual repayment = S 446) 11.7 10.0 8.5 7.2 5.9 4.8 4.0 3.3 2,8 2.3
“ 3)“computer Specialists -
B single ('annuél repayment = $§ 488) '0.1 8.1 6.6 5.4 4.3 3.5 2.9 2.4 2.0 1.7
married (annual repayment =$ 139) 3.2 2.5 2.0 1.6 1.3 1.0 0.8 0.7 0.6 0.5
- - , -
| _4) Engineers _ o . . ) . I -
" single ‘(annual repayment ='$ 334) 5.0 4.2 3.6 ~3.0 2.5 2.1 1.8 1.5 5 1.1
married (annual repayment.- = $ 279) 5.0 4.1 3.4 2.8 2.3 1.9 1.6 1.3 1.T% 1.0
N - S
5) Librarians and Social , : PR
Scientists a/ . ' p
i \ '-. f’(‘ J -
single (annua) repayment = $ 697) 21.7 15.8 12.0 9.2 7.2 5.6 4,5 - 3.7 3.1 2.6
married (annual repayment = $ 139) 5.8 4.0 2.9 2.2 1.6 1.2 1.0 0.8 0.7 0.6
6) Mathematical Specialists a/ .. ™
. N . . X
single (annual repayment =§$ 98 1.6 1.3 1.0 0.9 0.7 0.6 0.5 0.4 0.4 0.3 ’
married (annual repayment = § 697) 14.6 11.6 9.3 7.6 6.1 4.9 4.1 3.4 2.9 2.5
7) Natural Scientists
single (annual repayment = $ 279) 8.9 6.6 5.0 3.9 3.0 2.4 1.9 1.5 1.3° 1.1
married (annual repayment = $ 209) 12.2 8.0 5.6 4.1 3.0 2,2 1.7 1.4 1.1 0.9
le size A ,S~
EK “Small febt sanp , ~ 55 .




Studem: /Barrover

Ioan Repayment as a Percent of
Discretionary Eamlngs

" Year of Repayment

Table 1: - - ‘

< 8) ‘ Science Technicians

Category 1 2 3 ¢ 4 5 % 7 8 9 10
Occupational Groupings (Full-Time
Bwployed White Male Baccalaureates .
Only) .
\‘\ M

‘\
single (annual repayment = $ '209) 12.8 9.5 7\.3 5.7 4.3 3.3 2.6 ~2.1 1.8 1.5
married (annual repayment = S 279) 18.7 1.. 9.7 7.4 5.5 4.1 3.2 2.6 2.1 1.7
9) Other Medical Practitioners &
single (annual repayment = $ 627) 16.7 13.0 10.3 8.3 6.6 5.3 . 4.4 3.7 3.1 2.7
married {annual repayment = § 697) 20.6 16.0 12. 10.3 8.2, 6.5 = 5.4 4.5 3.8 3.2
. = 3 X
10) Religious Workers a/ .
s % - <
single (annual repayment = S 669) .33.5 32.5 30.8 28.4 24.1 19.5 16. 13.3 .0 9.0 -
married (annual repayment = § 404) 42.2 47.0 +50.8 52.3 39.5 26.2 19. 14.4 10.7 8.2 H
[e=]
11) Health Technicians .
single (annual repayment = § 529) (-} (=) 755,.7 49.5 21.0 12.0 8.0 5.8 4.4 3.4
. married (annual repayment = S 70) {(-) {-) {~) 15.0 3.7 1.8 1.2 0.8 0.6 0.5
12) Other Technicians, Social -t
* and Research Workers
single (annual repayment = $ 320) 15.3  11. 8.9 0 5.4 4.2 3.4 2.8 2.3 1f
married (annual repayment = $ 418) 30. 21. 15.2 11.4 8.4 6.2 4.8 3.8 3.1 2.5
13) Teachers Other Than College
and University 57
5!3 single (annual repayment = $ 279) 13.2 10.4 8.2 6.7 5.3 4,2 3.4 2.8 2.3 1.9
married (arnual repayment = $ 251°' 5.8 14.3 10.7 8.2 6.0 4.5 3.5 2.8 2.3 1.8

. &/ Small éebt sample size




--------Mp----------

Ioan Repayment as a Percent of:
Discretionary Earnings

. Student/Borrower Year of Repayment
Tuw Category ) 1 2 3 4 5 6 7 8 9 10

Occupational Groupings (Full-Time
Brployed White Male Baccalaureates -
Only) . -7

.
A,

AR

14) Writers, Artists and Entertainers

-

g

single (annual repayment = $ 181) 9,
married (annual repayment = S 279) 36.

O] >
.
[ 9 } EY
»
N —
.
DO —a
.
b | —a
~JJO
5

- 1—145 All Technical Workers

single (annual repayment =
married (annual repayment =

-
o |o
(2118}

b b
»
Wl

— |
.
|

15) All Administrators, Managers
, and Sales Workers -

. single (annual repaymen
married (annual repaymen

rjcr
hlu
N«
N
.
—
— N
» |
[ocifee]
PRy Y
. *
wun
.
W
ki-II

—ti amd
.

16) Clerical workers

-

singse (annual repayment =
married (annual repayment =

)
<«
—
N
(=)
.
(2]
—
|0
o |eo
[\ 118
—
N
.
o
~Jjw©o
.
W,
.
-

W
.
N~
.

17) All Operatives, Laborers
ard Craftsmen

single ({annual repayment = $ 3 9
married (annual repayment = $ 279) 14.6 ~ 10.7 8.

N~
.
W) ~J
t~§
.
xO

18) Farm Managers ard E‘oresters?/ .

single (annual repayment =
married (annual repaywent =

wlo
wnlun
=)
[ ] [ ]
|

(OA!

%/Small debt sample size

; Q
03
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. Table 1:

Loan Repayment as a Percent of
Discretionary Earnings

{
" . Student/Borrower Year of Repayment
Category 1 2 3 4 5 6 7 8 9 . 10

[

. 19) sexvice Workers and Home
- - Management Advisors

sihngle (annual repayment =S 209) 14.7 1G.3 7.5 5.7 4.3 3.2 2.6 2.1 1.7 1.4
. Mmarried (annual repayment = S 352) 35.7 22.4 15.5 11.3 8.1 5.9 4.7 3.6 2.9 2.4
dMvanced Degree Recipients (Full-Time v
Employed White Males)
1) College and University
_ Teachers
annual repayment = $ 597 . 18.4 15.1 12.4 10.2 8.2 6.5 5.3 4.4 3.7 3.1
2) Engineers
< ~
annual repayment = $ 460 58 4.9 4.0 3.4 2.8 23 1.9 1.6 1.4 1.2 T
- . 3]
3) Lawyers
[ ) --wy N ; *
annual repayment = $ 1087 19.7 14.8 11.4 8.9 7.0 5.6 4.5 3.8 3.1 2.7
4) Physicians’ ,
1% '
-annual repayment = $ 2076 25.4 20.4 16.6 13.5 11.0 8.9 7.4 6.2 5.3 4.5

Ou : 6.
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. General Conclusions from Summary Evidence

N

The majority of 1977 college graduates, if their borrowing and

' earnings (pa::tems hover around the n\édi;an, would not be burdened when.

‘rep;ying the loans theyhi‘ncur to finance their education under the assump-

' _ .tions of our example. Their ‘earn.ings (if employéd full-—t'ime) are in most/
cases ;rnre than édequate to repay their loans while they maintain an
acceptable standard of living. There are, howevgr, pockets of loan burden
within 'some subpopulations and some individuals depend‘ing on their particular
co,rffiguration of employment st?atus, family size, and occupation. But even -

.these pockets of debt burden only exist during the early repayment years

and may be mostly a function of the traéitional use by banks of equal

installment repayment schedules. .

Pockets of loan burden were found among:

O All baccalaureates who work less than full-time wiS will be hard
pressed to cover their repayments during their first two or three
years out of school. Also, cbviously, unemployed borrowers face
complete loan burden while they remain without a job.

© Married, ‘full-time empioyed women with bachelor's degrees who will
be substantially burdened during the first year or two unless their
spouse is also working.

© Among health technicians, single or married, who could not support
themselves at a low standard of living for the first three years
after graduation, even if they had no education debt. Less severely
strapped would be married farmers, housekeepers and other service
workers, who would have to spend over 35 percent of their first
year's discretionary earnings to repay their undergraduate education
debt, if they were the sole wage earners.

&>




According to the Survey data part-time employed baccalaureaéés camprised
about nine percent of all four year college and university bachelor and
master's recipients. Part~tiée masters recipients amounted to an additional
2.5 percenfi. In addition another 16 percent reported that they were not
) working for pay which meant ;Lat they were either unemployed, laid ﬁff or
working in the home.

Full-time employed white and black married females who showed high
burden levels during the early repayment years amounted to about 16 percent
of the survey population. Wnite married females show small positive discre-
tionary'earnings Q}th loan burdegs which decrease from 71 percent to 28
percent of discretioﬁary earnings by their third year of repayment. Black
married females show extremely low debt levels but gdditionally show negative
discrztionary earnings in year one. By year three their discretionary )
earnings, though small, are more than adequate to cover their modest repayment
commitment.

Health technicians, single and married, stand out as the cne occupational
category that has severe earnings problems and, consequently, loan burden

Aproblems. They comprise less thaﬁ’one percent of the graduating population.
These earnings problems may be a result mainly of the nature of tgg job and
its required training. It is very likely that 1) the first few working
years amount to on-the-job training at a hospital or other medical center
and 2) training wages are kept unuszlly low until the completion of training

at which time earnings escalate quite rapidly. 1In addition, this particular




A

occupation often does not require a four-year college degree but just a
two year certificate. As a result, college graduates are competing
against other qualified job candidates who didn't incur similar schooling
expenses. . ‘\\
wWhite male m'arried farmersxgnd service workers who had\\{:elatively
higher fJi::‘st year loan burdens of 36 percent made up only twc;\percent of
. , \

\ %

the Survey graduates.

\

Variations from Base Assumptions \

\

\

Under the base assumptions presented above there appear not f}p be

\
1

many students who will suffer financially when repaying fheir loans. But
what of those studen;:s who don't fit this middle-of-the-road description?
What about those stgdents who graduate with above average debt levels, who
enter jobs with below average earnings, who must repéy under stricter
repayment terms, or who live in more demanding family circurﬁstances (i.e.
more deperdents)? 1In this section’ we can suggest how our conclusions
might differ for those students by studying selected cases which vary fraom

the base ‘assumptions.

Debt Ievels. what is the range of debt burdens for those students who are

not at the median debt, assuming all other circumstances remained the

same? We can illustrate the: effects for such students by examining the
range of debts (including the upper and lower debt quartiles) of various
student types and computing thei;: loan burden by year of repayment. We will
first look at full-time employed matried white males. The following tables
illustrate the levels of repayment and loan burden by debt level for these

borrowers.

™M

[N
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TABLE 2: DEBT LEVELS AND ANNUAL REPAYMENTS FOR FULL-TIME
EMPLOYED MARRIED WHITE MALE BACCALAUREATES

DEBT LEVELS .

1.§& 500

-

2. 1,000 (lower quartile)

3. 1,500

4. 2,000 (median)

5. 2,500
6. 3,000

7. 3,800 (upper quartile)

8. 4,000

Corresponding debt burdens for these borrowers at these debt levels

ANNUAL REPAYMENT AT
7 PERCENT FOR 10 YEARS

1. 8

70
139
209
279
348

418

529
557

TABLE 3: LOAN BURDEN BY DEBT LEVEL FOR FULL~TIME
EMPLOYED MARRIED WHITE MAT £ BACCALAUREATES

YEAR OF REPAYMENT

ares

DEBT LEVEL 1 2 3 4 3 6 7 8 9 10

1. $§ 500 3.5 2.4 1.8 1.3 1.0 wv.7 0;6 0.5 0.4 0.3
2. 1,000 7.1 4.9 3.5 2.6 2.0 1.5 1.2 0.9 0.8 0.6
3. 1,500 10.6 7.2 5.2 3.9 2.9 282 1.7 1.4 1.4 0.9
4. 2,000 4.1 9.7 7.0 5.2 3.9 2.? 2.3 1.8 1.5 1.2
5. 2,500 17.6 12.1 8.7 6.5 4.8 -3.5 2.8 2.3 1.9 1.5
6. 3,000 21.1 14.5 10.5 7.8 5.8 4.4 3.4 2.8 ‘ 2.2, 1.8
7. 3.800 26.7 18.3 13.2 "9.9 7.3 5.5 4.3 3.5 2.8 2.3
8. 4,000 28.2 19.4 14.0 10.4 7.8 5.8 4.6 3.6 3.0 2.4

In comparison, the next example show the range of debt burdens faced by

their own earnings.

for simplicity)

married white female baccalaureates if they had to repay their loans from

(Nebt levels have been limited to the median and quartiles
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TABLE 4: DEBT QUARTILES AND REPAYMENT FOR FULL~-TIME
: EMPLOYED MARRIED WHITE FEMALE BACCALAUREATES

ANNUAL DEBT REPAYMENT AT

DEBT QUARTILES 7 PERCENT FOR.TEN YEARS ~
LOWER . UPPER LOWER . UPPER
25% MEDIAN 25% 25% MEDIAN 25%
$800 $1800 $3500 . $1n $251 $£488

Since in this example we are assuming no change in the student's position
P ) i
in the consumption or earnings distribution, then the pattern of loan burden -

which corresponds’ to each debt quartile level would be:

TABLE 5: LOAN BURDEN BY.DEBT QUARTILES AND YEAR OF
- REPAYMENT FOR FULL-TIME EMPLOYED MARRIED
WHITE FEMALE BACCALAUREATES

. DEBT YEAR OF REPAYMENT
QUARTILES 1 7 3 3 5 6 7 8 6) 10

LOWER 25%
(annual

repayment = §111)  31.2 18.3 12.4 9.0 6.0 4.1 3.1 2.4 1.9 1.5

]

MEDIAN . 2
(annual v/
repayment =

$251) 70.5 41.4 28.0 20.3 13.6 9.3 7.0 5.4 4.3 3.4

UPPER 25% -
(annual

repayment

]

$488) 137.1 80.5 54.4 39.5 26.4 18.1 13.6 10.5 8.4 6.6

As can be seen from the table the upper quartile of wamen in this group
who have debts in excess of $350C could not afford to repay their loans from

their own earnings and still maintain a BLS low standard of living for their

household. However, the burden on these borrowers would be substantially

mitigated if they were married to a full-time employed male baccalaureate,
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even if the spouse had debt. We can construct a loan burden chart to "
simulate this marriage and to show the range of loan burden if azn indebted i

female was married to a male with median debt.

TABLE 6: LOAN BURDEN BY DEBT QUARTILES AND YEAR OF REPAYMENT
FOR A FULL-TIME EMPLOYED MARRIED L DEBTED COUPLE
(FEMALE DEBT QUARTILES; MALE HAS MEDIAN DEBT)

YEAR OF REPAYMENT
S ’ 1 2 3 4 5 6 7 8 9 10

LOWER 25%

(female repay-
ment = $111
male repay- 5.2 4,2 3.4 2.8 2.2 19 1.5 1.3 1.1 1.0

‘ment = $279
total repay-

ment = $390)

MEDIAN

(female repay-

ment = $251 .

male repay- 7.0 5.6 4.6 3.8 3.1 2.5 2.0 1.7 1.5 1.3
rent = $279

total repay-

ment = $530)

UPPER 25%

(female repay-

ment = $488

male repay- 10.2 8.2 6.7 5.4 4.4
ment = $279 .
total repay- .

ment = $767) .

(93]
.
(o)

3.0 2.6 2.2 1.8

and/or bank policies it appears that students will be borrowing funds for

education at higher rates in the future. Instead of the majority of students

Repayment Terms. Suppose that through changes in federal or state legislation 1
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répaying 7 percent loans iet's assume that the interest rate they would face
will be "10 percent. How would their loan burdens change? If the maximum
repayment period remains at 10 years then for full-time emloyed white males
with bachelor's degrees and median debt their annual repayhenté would jump

about 14 percent. fTheir loan burden pattern would become:

TABLE 6: LOAN BURDEN /T TEN PERCENT INTEREST RATE FOR FULL-TIME
EMPLOYED WHI1TE MALE BACCALAJREATES WITH MEDIAN DEBT

YEAK OF REPAYMENT :
STUDENT/BORROWER 1 2 3 4 5 6 7 8 9 10

Single
(annual repay- 15.6 11.5 8.7 6.7 5.1 4.0 3.2 2.6 2.2 1.8
ment = $397)

Married Y
(annual repay- 6.0 11,0 8.0 5.9 4.4 3.3 2.6 2.0 1.7 1.4
ment = $317)

Their loan burden, however, could be held harmless from what it was
under the earlier interest rate in a number of ways. The simplest is to
permit an extension of the maximum repayment pericd. In this case of
interest rates increasing from 7 to 10 percent a répayment period of slightly
less than thirteen years would be required to maintain the earlier repayment
obligation and, hence, the earlier loan burden pattern. But, if the current
ten year repayment period is desirable then a somewhat more complicated
solution that would not rely on equal repayment installments would have to
be devised.

Another variation in repayment terms which is particularly policy
relevant is the accrual of interest on the education money that is borrowed

while the student is in school. an Administration proposal for the GSL
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program recennend%'aﬂdin;.simple interest to the student‘s loan principal
frcﬁ?tbe time they firdt take the loan. If a student borrowed $1,000 at 7 |
.percent in her f;eshman wear through the GSLP the amount to be repaid would

be $1,280 (possibly plus some interest accrued during the grace periad). 2s

a result annual repayments would increase from $139 to $173. Of course the
amount of accrued interest per $1,000 borrowed would vary depending on when

the loan was taken. Borrowing $1,000 in the senior year would only amount

to repaying $1,070 and annual repayment would increase negligibly from $139 ¢
to $149. For purposes of illustration and because the data did not reveal

the pattern of borrowing during a student's academic lifetime, we will

assume that the full amount of indebtedneés was incurred at one point in

time — the middle of the second ecademic year. This would mean approximately
three years of interest would accrue. before repaymenﬁ began. Also in this
example we are assuming that all the student's borrowing was urder the GSL
program and, thus, subjected to the interest accrual.

In 1977, the median debt of all full-time employed single white male
baccalaureates was $2,500. If they were subjected to these new accrual
provisions they would have to repay $3,025 and their annual repayment would
rise from $348 to $421 -~ a 21 percent increase. &he resulting change in \\\

their loan burden would be as follows:

TABLE 8: LOAN BURDEN WITH AND WITHOUT INTEREST ACCRUAL FOR
FULL-TIME EMPLOYED SINGLE WHITE MALE BACCALAUREATES

YEAR OF PEPAYMENT
LOAN BURDEN 1 2 3 4 5 6 7 8 9 10

No interest
accrual (annual

repayment = $348) 13.7 10.1 7.6 5.9 4. 3.5 2.8 2.3 1.9 1.6

w

Interest accruail
(anrual repay-
ment = $421) 16.6 12.2 9.2 7.

-

5.4 4.2 3.4 2.8 2.3 1.9

rry
Yy

| |
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Consumption Levels. For the purposes of computing discrationary earnings

it was assumed that any student/borrower would need at least an amount
" equal to the BLS low living s.tandard. To the extent that actual consumption
was higher than this level di'scretionary earnings would be lowered with a
consequent increase in the borrower's loan burden. We can examine the case
where the BLS intermediate living.standard was a better approximation to )
actual consumption. If we inspect the data for full-time employed single
black male bachelor's we would find the following change in discretionary

earnings and loan b?c)en if we went to the BLS intermediate levels.

“

TABLE 9: LOAN BURDEN UNDER BLS LOW AND ™ TERMEDIATE LIVING STANDARDS
FOR FULL~TIME EMPLOYED SINGLE BLACK MALE BACCALAURCATES

YEAR OF REPAYMENT

BLS LW~ 1 2 3 4 5 6 7 8 3 10
Consumpt ion .

) Levels $3,854 4,355 4,921 5,561 6,117 6,606 7,135 7,634 8,092 8,578
Discretionary

Earnings’ $4,050 5,009 6,127 7,425 9,095 11,157 13,363 15,744 18,504 21,609

Loan Burden
(annual repay- '
ment = $279) 6.9 5.6 4.6 3.8 3.1 2.5 2.1 1.8 1.5 1.3
YEAR OF REPAYMENT a

BLS INTERMEDIATE 1 2 3 4 5 6 7 8 EN 10
Consumpt ion

Levels $5,862 6,624 7,465 8,458 9,304 10,048 10,852 11,6:1 12,306 13,047
Discrei:ionary

Earnings $2,042 2,740 3,583 4,528 5,908 7,715 9,646 11,767 14,289 17,140

Loan Burden
(annual repay-
ment = $279) 13.7 16.2 7.8 6.2 4,7 3.6 2.9 2.4 z.C 1.6




The shift from the BLS low to intermediate standard has its sharpest

impact on loan burden in the early years. Loan burden nearly doubled in the
first year -- from 6.9 percent to 13.7 ge:‘cent — and increased by over 80
perc nt in the second year from 5.6 to 10.2 pertent. However because
earnings rise ronlinearly the percent change in loan burden diminishes in

the later years, as shown below.

TABLE 10: PERCENT INCREASE IN LOAN BURDEN FCR' CI%SUMPTICN !
LEVEL CHANGE BY YEAR OF REPAYMENT

' YEAR OF REPAYMENT

1 2 3 4 5 6 7 8 9 10

Loan Burden
Change (%) 99.0 82.1 69.6 63.2 51.6 44.0 38.1 33,3 33.3 23.1

When computing discreticnary earnirms for married studert®/borrowers the
BLS consumption level for a married couple with no children was used. If
the couple had ¢ child during the repayment period their consumption stardard
would 1ncrease about 32 percent at that time. For the indebted couple (both
with median debt) whose loan burden was described in Takle 4 we can illustrate
the effect of the addition of a-child to their household at the éhird year
of repayment. The obvious effect of this variation 1s *o postpone by one year
the steady decline in loan burden that would normally cake place, as shown

below:
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TABLE 11: I0AN BURDEN FOR INDEBTED MARRIED QOUPLE , TWO
WAGE EARNERS, WITH AND WITHOUT CHILDREN

LOAN BURDEN
. (total repay- YEAR OF REPAYMENT
ment = $530) 1~ 2 3 4 5 6 7 8 9 10

Married with
mo children 7.0 - 5.6 4.6 3.8 3.1 2.5 2.0 1.7 1.5 1.3

Married with
one child
born in, 3rd
year 7.0 5.6 5.6 4.6 3.7 2.9 2.3 1.9 1.7 1.4

Suppose this couple with one child sought to maintain an intermediate

standard of living. Then, the loan burden of. this family would increase

. to:
TABLE 12:,, LOAN BURDEN OF AN INDEBTED MARRIED COUPLE, BOTH WAGE
FARNERS, WITH ONE CHILD AT BLS IOW AND .NTERMEDIATE
' CONSUMPTION LEVELS
LOAN BURDEN /
(total repay- YEAR OF REPAYMENT
ment = $530) 1 2 s 3 5 6 7 8 9 70
'/\
« BLS Low 7.0 5.6 4.6 3.8 3.1 2.5 2.0 1.7 1.5 1.3

P

BLS Moderate 7.07 5.7 10.9 8.1 5.9 4.3 3.3 2.7 2.2 1.8

If only the higher wage earner was working (in this case the husbana }—

this couple's loan burden wculd rise even higher, as snown below.

»

Lk B
’

4 re
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TABLE 13: LOAN BURDEN OF AN INDEBTED MARRIED COUPLE, ONE WAGE
EARNER, WITH ONE CHILD AT BLS LOW AND MODERATE
CONSUMPTION LEVELS

LOAN BURDEN

(total repay- YEAR OF REPAYMENT

ment = $530) 1 2 3 4 5 6 7 8 9 10
BLS Low 7.0 5.6 4.6 3.8 3.1 2.5 2.0 1.7 1.5 1.3

BLS Moderate 7.4 6.1 13.3 10.0 7.4 5.5 4.3 3.5 2.8 2.3

*

Earnings. It is quite possible that students who have incurred average
or above average education debt will firnd that their job opportunities are
aumited to relatively low paying jobs. fThis c:\ii:cfnn’stance could arise by
choice as might be the case with theology students who pursue monastic lives.
Or it could result from the nature of the job market which may not reward a
baccalaureate in humanities as it does one in engineering.:

We have not analyzed the data to determine who would fall into the
category of high debt but low earnings. However, we can suggest what the
effect on a student/borrower's loan burden would be if this situation did
occur. We can examine the fate of a white male who gets his bachelors in
humanities and borrows at the 75th percentile for his group, $4,500. His
annual repayment would have to be $627 under our repayment assumptions.
Suppose he is fortunate enough to get a full-time , though low paying, job in
a closely related area such as librarian. And that throughoﬁt his workirg
lifetime he remains at the 25th percentile of earnings for his occupational

group. From ou. earnings data we find that the 25th percentile of librarians

o and social scientists would start with a salary of about $7,200 their first
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year. Aﬁjusting for taxes and consumption would leave discret.onary
earnings of $1,583 and a first year loan burden of 40.1 percent. Although
this is a relatively higher burden than most students might wish to face,
it is affordable and would decrease over time as earnings grew, even if

only modestly. Table 12 depicts this scenario for _he ten year repayment

-

period.

TABLE 14: LOAN BURDEN FOR FULL-TIME EMPLOYED WHITE MALE
BACCALAUREATES WITH HIGH DEBT AND LOW EARNINGS

HIGH DEBT/ YEAR Of REPAYMENT

LON EARNINGS 1 2 3 4 5 6 7 8 9 10
Earnings $7,223 8,953 9,828 10,706 11,579 12,439 13,162 13,847 14,621 15,363
Discretionary

Earnings $1,563 2,363 2,450 2,469 2,567 2,723 2,737 2,751 2,604 2,944

foan Burden
(annual repay- .
ment = $627) 40.1 26.5 25.6 25.4 24.4 23.0 22.9 22.8 24.1 21.3

.y o
7 .
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Specific Mathematical Form of the Loan Burden Model
Used in the Empirical Example

R

1. LB = ik
DE.L

ik

2, Rik = .1393 Di

w
w)
1

median debt or mean debt or quartiles

S
—
i

7 percent

5. MPi = 10 years

ik
where, if the ith borrower is:

6. DE. = Eik - (cik + Tik)

single married

C,q = $3,854 $ 5,181
Cip = 4,355 5,855
C.;5= 4,921 6,616
c%4 = 5,561 7,476
c?s = 6,117 8,223
c?s = 6,606 8,881
c;7 = 7,135 L 9,592
Cig = 7,634 10,263
Cig = 8,092 10,879
Ciy0= 8578 11,531

= 25 percent of Eik

7. 10g By, = a + bylog EXP + b,log EXPZ + b,log EDUC + b,log AGE

+ bglog AGE® + b,log AGE® + b,log HOURS + bglog HOURS® + bglog

MARSTAT + b

6

log JOB + b, ,log LOC + b,.,log PREVEARN

10 1 12




CHAPTER III

APPLICATION OF THE MODEL TO L.OAN BURDEN POLICY ISSUES

This model can be used for the analysis of many policy issues related
to loarr burden. We have selected several current issues and in this chapter
will describe how and to what extent this model can illuminate these issues.

O Are current loan burdens too high? What is the prospect that loan
burdens of future borrowers will be too high?

0 How would a provision to eliminate inschool interest subsidy affect
loan burden?

O Can graduated repayment plans be used to alleviate loan burdean
problems?

O Can available data be used tc set borrowing limits?

Are current loan burdens too high? what is the prospect that loan burdens
of future borrowers will be too high?

To answer these two questions with any accuracy we must have on hand

solid evidence of current indebtedness levels, the mix of loan instruments,
and the expected level of post college earnings. Along with this information
we must make several assumptions about apprcpriéte living standards and the
growth in future earnings. Lastly we must choose a definition of loan
burden.

Indebtedness data for current college graduates is not available either
for the entire pqpulaticw;cm for a nationally representative sample of
students. The National Center of Education Statistics, however, will survey
1981 graduates this spring in a sequel to the 1978 Survey of Recent College
Graduates. The 1981 sequel will obtain similar Jebt data to the 1978 study
which provided a measure of total undergraduate debt but did not separate

the total debt into its components'by type of loan. This loan data will

not be available until late 1981 or early 1982.
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It might appear that a reasonable approximation of today's debt
levels could be made from the 1978 Swvey. One could assume, for erample,
that average loan amounts have increased at about the same rate as schooling
costs. There have been, however, several statutory and regulatory changes
that have significantly altered the circumstances and environments which
affect student debt levels.

0 The opening of the Guaranteed Student Loan program to families of
all incomes brought in a heretofore excluded group of borrcwers many
with students in high cost schools.

o the expansion of the number of State Guarantee Agencies and the use
of tax-exept bonds to raise GSL capital at the State level eased the
presumed pre-MISAA problem of limited capital availability

o the widening gap betwen the GSL interest rate and the market rate
induced considerable GSL borrowing which substituted for other

sources of loan furds.

These changes point to increased borrowing and to an increase in the

average loan steeper than past trends would suggest.

The 1981 Survey, though it will be the best source of collegiate
student debt data, will~not permit identification of the mix of loan instrp-
ments or how much each student borrows from each federal, state or private
loan source. Without this information the effective interest rate and
maturity period that will face eacﬁ student will not be known. As in the
empirical example of Chapter Three an assumption such as 7 percent interest
for ten years would have to be made. This data shortcoming reduces the
overall usefulness wf repayment schedules computed from the debt data because

they are more hypcthetical than real.

Earnings of college gr~duates is available through the annual Census
March Survey of Income, emplioyment and educationzl attaimeent. However,
as was revealed by the earlier empirical evidence, when a single year's
earnings data is used it limits the number of student/borrower categories ,

that can be used for two reasons:




© insufficient sample size which, for example, preciuded the campu-
tation of separate occupational earnings profiles for minorities and
women

O accurate aggregation of many categories required more data on labor
force participation of college graduates by year after schooling.

Overcaming these problems requires the construction of earnings profiles
based on multiyear cross-secional data and the application of proper weights
to relevant subpopulations. In addition, since today's indebtedness is paid
out of tomorrow's earnings, this current yeér‘s earnings data must be cautiously
‘projected into the fu;:ure.

The basis for choosing the appropriate living standard used in the
model is very subjective but is critical to the camputation of loan burden.
As an example, the difference between the BLS 1978 low and intermediate
standards for single persons (illustrated in Chapter Three) is over $2,000
— $3,850, for the low amd $5,862 for the intermediate level. That $2,000
per year would be enough to pay off $14,354 of debt over 10 years at 7
.percent.

Of course, once these basic assumptions are resolved the remaining,
and most important, choice remains the selection of the criteria that
defines unreasonable loan burden. The measure of loan burden used in this
model is the ratio of annual repayment to annusl discretionary ea:rnings
(a:fter téxes and a low living_ standard are allowed). For some students
during some years that ratio can be.very high, i.e. close to 100 percerc of
their discretionary earnings would have to be used to amortize their
‘education debt. Anything more than that should be considered an ur.reasonable

burden. Therefore, one definition of unreasonable loan burden would

be:

Lod BB
/'3
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o} Debt.is unreasonable when lcan repayments' exceed discretionary
earnings in any year.

Some might argue that college graduates should not be required to use their

entire discretionary earnings but, say, only one-half. This would leave a
portion for cultural and recreational activities or perhaps to support a
somewhat higher standard of living or to save for futare consumption. In
that case, their definition of unreasonableness would be:

C Debt is unreasonable when loan repayments exceed 50 porcent of
discretionary earnings in any year.

Whatever definition is chosen should be applied consistently across all
subpopulations.

These are the considerations that must be resolved before the question
of current and future loan burdens can be answered. It appears unlikely
that current loan burdens can be accurately known and that the best that can
be done is a cautious assessment of computations of recent loan burdens from
data which are several years old. Furthermore, to judge the likelihood that
future borrowers \will face inordinately higher loan burdens than present
borrowers it would be necessary to analyze the possible changes in loan
policy which would affect:

O borrover behavior
0 lender behavior

o government subsidies

The next policy issue suggests how a shift in a particular governmental

subsidy would affect loan burdens.

How would a provision to eliminate in-school interest subsidy affect loan

burdens?

The initial answer is that any step which increases the amount a
borrower must repay will increase loan burden if other circumstances

remain the same. However, the impact of the withdra-al of this subsidy is
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extremely complex and goes beyond this superficial answer and beyond the
capability of this model as well.

First, removal of the in-school interest subsidy would reduce the level
at which the program was subsidized. If this changé were made in the GSL
program it would mean that the federal government's subsidy commitments
would be shifted in part to the borrowers. The funds that the government
saves may rot directly revert to use by other student aid programs or other
human resource programs but, rat@er, the effect of the savings may be to
permit the full-funding of the Basic Grants or other need based student
assistance programe.

Borrowers, responst to additional interest payments, may decide that
they can't borrow as nuch as they had plaqned at the original subsidized
level. Some might in fact decide to postpone enrollment. In order to
prevent a wholesale enrollment loss most proposals to eliminate the interest
subsidy are combined with a provision to defer the interes: payments until a
student graduates. Under this sort of proposal borrowers would not be
facing an immediate cash shortage.

By contrast, interest deferral and the shifting of interest costs to the
borrower may have consequences for the supply of loans. Mar,y banks might
not continue to make available the same level of loans as previously for
two reasons which affect the profitability of these loans‘ES lenders:

0 Administrative .- ts would increase if lenders had to bill each
individual borrc x for interest payments while they were in school.
Currently, GSL ars bill the government gquarterly for lump sum
interest payments cor all borrowers.

o If interest payments were deferred, banks would have to reevaluate
the size of their loan portfolios to see if they could afford to

postpone the collection of interest during the in-school period even
if interest was accrued and compounded during that period.

-
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The magnitude of the charges in loan demand or supply cannot be measured
by our loan burden model. It is not a behavioral model and can be used only
if assumptions about the effect on debt levels, interest rates and maturity
periods on loan availability, ’the possible exp~nsion of otler sources of
financial aid, or the slackening of loan demand are made outside the model.
The model can reveal the extent to which loan burdens will increase for an
individual or group of borrowers under alternative sets of assumptions about

borrowing, about earnings patterns, ard assuming a constancy of loan

!
supply and demand, as in the example below.

TABLE | : Impact of Interest Accrual on Median Debt
ard Annual Repayment of 1977 Bachelor

Recipients
Repayment Texms
Median Total Debt Period pay- % Increase in’

Terms of Loan at Graduation Rate (years) ment Repayment
No interest accrual $2500 7% 10 $348 -
Accrue/simple interest .

at 7 percent 3025 7% 10 421 21.0
Accrue/compound interest

at 7 percent 3063 7% 10 427 22.7
Accrue/simple interest

at 9 percent 3175 9% 10/15 483/386 38.2/10.9

Accrue/campound interest
at 9 percent 3238 / 9% 10/15 492/394 41.4/13.2
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In the example illustrated in Tablql_ we can see that requiring
interest accrual gnd'deferral oould increase repayments. If earning
and borrowing patterns don't change, loan burdens would increase from 20 to
40 percent, if the current ten year maximum repayment period remained
unchanged. Such an increase could strain the resources of mény borrowers
during the early repayment years. H®&wever, if repavments were spread out
over fifteen years then loan burdens ;;uld increase by no more than about 13
percent.

Borrowers may be irﬁifferent to the choicé between 10 and 15 year
repayment periods since the terms are such gé/to fully amortize their debt
in either case. But the party subsidizinq’these loans as well as the
lenders, however, would not be. For thg federal government, the subsidizer
of GSL loans, a f?ye year extension in repayment time would mean five more
years of special allowance subsidy. The present value equivalent of paying
a six percent subsidy on a $1000 loan for 10 years is $1141; for 15 years is
$1205, a difference of $64 in additional federal subsidy. Therefore, if
repayment period extensions were granted today and the government wished to
pay off the additional subsidy immediately, then for each $1000 of borrowing
that was extended the government wouid have to pay the lenders $64. Of
course, as interes. rates fluctuated throughout the repayment pericd these
figures would change.) With about $4 billion of loans in repayment in 1981
and subsidy costs for those loans at about $500 million it would cost an
additional $64 million upfront to extend repayment on a billion dollars of

“ose loans. '
Similarly, lenders might not want to exterd repayment periods if they

felt that the returns on these loans were less advantageous than their next

best investment altematives.
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- Can graduated repayment plans be used to alleviate loan bucden problems?

In general, it is possible to devise a graduated repayment schedu'e —
where payments escalate during the repayment jeriod -~ which will eace a
borrower's locan burden when iv is at its highest and shift some oc that
burder: to future years when it is more rmanageable. These graduated repayiert
plans take many forms which range from a simp.e percentage annaal increase
(based on overa’l average earnings patterns) to income contingent schemes
where each borvower pays a predetermined percent of annual earning§. These
plads also serve different purposes with some seeking simply r/el ieve loan
burden in earlier repaynent years while others aim a/t/bet£> the pro'?abili ty
of default. Each form and each purpose has it own ef fect on each of tl‘me
participants in the oan system —- the bdi:rc;wer;, the lenaer, the providggj
of subsidy, and the guarantor. From each particpants' standpoinc, theret
are several important considerations when deciding on the use and structure
of ggraduated repaymert plan:

o the extent of loan burden relief to Lorrower

o the effect on lender's flexibility and responsibilities

O the extent to which subs.dy and guarantee commitments are deferred
to the future

Further, each of these considerations has an effect on the demand for
"\ and supply of loans and the nature of the term on which they would be
of fered. 4

Drawing up a graduated repayment plan for a certain type of student
is not as easy as it may apear. We could, for example, specify that no
more than 50 percent of a borr<.>wer's annual drscretionary earnings go toward
loan repayment. That would set an outside limit on the amount to be repaid
each year. Since earning patterns differ, this implies a varying and

uncertain stream of repeyments for each borrowsr. Lenders would not

b. "J)
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)mow'béfore the borrower be working how much would be repaid during any
year by each iaorrower. Nor would .. ~» provider of subsidy or guarantor know
what subsidy and default payménts to anticipate. Even borrowers would not
be able to determine the lifetime cost of their loans in advance.

In order tc make any loan supply decisions, lenders would, as in
se*ting insurance rates, have to estims'e th;z earnings profile of borrowrrs
oy various characteristics. Then, since they are making capital available,
they would 'probably be given the responsibility of selecting those for wham
they would permit the use of graduated repayment. The lenders would surely
try to limit their exposure to loss. Unfortunately, in so doing, tre
lenders would probably choose those borrowers whom they felt would repay
within a z.'easonable period and either disallow or off\e;stmcter terms to

those with a Jow likelihood of prompt and certain repaymen-.

The provider of subsidy and guarantor would also have to make complex
estimates of their future year obligations for subsidjes and defaults based
on far less certain information than is used far current estimsres, Crilike
the current system, where the subsidy pe: borrower remains fixed once the
repayment terms are fixed, the subsidy <r borrower under some graduate
repayment planc would now vary each year or quarter depending on the accounting
convention. T
Borrowers would’ PO doubt want same discretion when selecting graduateg
repayments since, ‘.Eor some, it migit mean extending their repaymant period
to 20 or 30 years while for other it might shorten repayment to 3 or 4
years. The borrower's e.pectationsg about inflz.ion and their OwrT investment '
opportunities would play a part in their decision.

Aithough specific graduated repayment schedulés culd be deveioped

which would illustrate how the repayments of the individual borrower would

br ,é ’4 )
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be affected, we could not &pply those schedules to all borrowers until we

knew how the ajgregate of all borrowing and lerding decisions would charge.

Can available data be used to set reasonablé borrowing limits?

Bow can the loan ourden mcdel described in this study and avallable
data be used to select reasonable borrowing limits? Ficst we must decide
for which group we wi1ll set limits. Suppose we wish 0 cet borrowing limits
for undemgraduate students only. [c ve want different Limits for undergrad-
uate men and women? Or different limits for those in different fields of
study? Or different limurs for those who enter different occupations?
Current regulations 1n the GSL program 6o not distinguish between borrowers
who are likely t¢ need to borrow more than others; all undergraduates are
held to the sane agyregate loan limits. But each udergraduate will probably
have a distainctly differen. &bility to repay his loans because his earnings
pattern will be different fram other borrowers. Should all undergraduates
be cubjected to tie same loan limits? Suppose current practice is sus-
tarned -~ a single limit for all undergraduates. How would we select that
Climat?

Our loan burden model suggests that loan limits should be related to
aplrlity to repay as measured by discretionary earnings. But how much of-
discretionary earmings should bs encumbered by lcan repayments? Each
porrower's answer might be different; tr .v preferences about loan repay-
ment wiil certainly differ. But for the purposes of setting a sirgle
overall lumit we must choose a reasonable level df repayment thac protects
most borrowers from excessive loan burden. We can simplify our choice if we
assume that, as 15 generally the case, loan burden is higrest in the first
year of repayment. Therefoce choosing a reasonable level for the first

year's loan repayment in relation to first year's discretionary earnirngs




will result in a maximum level of repayment for the life of the loan. This
maximum repayment in conjunction with the selection of repayment terms can
be used to compute maximum reasonable borrowing limits for undergraduates.
The selection of a reasonable level of loan repayment is very sub-
Jective. The 1977 debt data analyzed in the previous chapter suggested
that most horrowers at that time did rot face repayments exceeding 50
percent of their first year discretioncry earnings. This amounts to, in
other terms, less than 15 percer{t of gross income. For want of a better
choice and for pu;mses of illustration we will use that level as our,

maximum repayment criterion. From the 1978 Census earnings data we found

that nedian first year discretionary earnings for baccalureates who were

3

\ erployed full-time was akout $2,540. Therefore their maximum annual repayment
should not exceed $1,270. Assuming the use of a tradi.ional equal installment
repayment schedule, borrowing limits would range from $8,300 to $11,775
depending upon repayment ternns, as shown below.

Maximum Borrowing Limits for 1977
Baccalaureates Under Selected Repayment .erms

Repayment Maximum Ainual Maximum Aggregate
_Terms Repayment ‘Borrowing Limit
'. 7 percent for 10 years ~ $1,270 $%,115
2. 7 percent for 15 years 1,270 11,775
3. 9 percent for 17 years 1,270 8,355
4. 9 percent f r 15 vears 1,270 10,434

. v .

Any projection of these illustrative 1677 borrowing limits to Ffuture
borrowers should te based on proi:ctions of earnings growth ratter than
Ey

projer.ions of school cost increases. In add’tion, the effect of any

changes in borrowing limits on loan supply and demand rust be considered

»

50




_annual repayment for these borrowers should not exceed about $2,000. Under
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before they are reset. The limits calculated above are the result of

already known behavior, i.e. the borrowers had already made their choices in
light of the limits on their borrowing capacity set by lenders and government.
Future loan limits based on ability to repay must await further study of
the effects of borrowing limits on lender, borrower and government behavior.
With these qualifications in mind we can make estimates of the increases
in earnimas that have occurred between 1978 and 1982 and fram these estimate
what loan maximums could be financed by 1981 college graduates (whose first
full year of earnings will be 1982). Acc.ding to projected data through
1982, median earnings will rise approximately 57 percent between 1978 and
1982. As a result, the medicn earnings of the full-time employed baccalaureate
in 1978 -- $8,525 -- can be estimated to rise to about $13,400 by 1982.

Applying our "reesonableness"” criteria that loan repaymest~st- ._u not exceed
y

. 50 percent oX discretionarg or 15 percent of gross earnings theri the maximum
% pe

repayment terms of 7 percent for‘IO years this repayment could amortise a
loan of zbout $14,400. The table shows maximums under d:ifferent repayment
assunptions.

Estimated Maximum Borrowing Limits for 1981 Baccalaureates
(1982 first full sear earnings) Under Selected Repayment Terms

. Maxirum Annual Maxinum.Aggrgggte
Repayment ‘Terms Repayment Borrowing Limit
1. 7 percent: fof i0 years $2,008 $14,412
4
2. 7 percent for 15 years 2,008 18,617
3. 9 percent for 10 years 2,008 12,210

4. 9 percent for 15 years 2,008 16,498

2

=y

/




CHAPTER IV

RECOMMENDATIONS FOR ADDITIONAL ANALYSES

Policy, Modeling and Administrative Issues

1.

N
AN

[ P

-  Bnother set of schemes

Construct an interactive loan burden model with sufficient flexibility
to allow incorporation of new debt amd earnings data when it becames
available. ] <, -
- FPor the federal govermment's policy purposes it might be mest
ful to limit the model only to borrowers under GSL and NISL
cgrams.

- e model must be capable of hardling alternative repayment
schemes, ‘consumption porms and earning patterns.

Examine the impact of interest accrual and deferral plans, under a
variety of assumptions about rates and maturity periods.
©~
- (bmpute the effect of alternative rates and periods of deferral
and repayment on the loan len of various types of borrowers.
- Examine the administrative impact on lenders caused by interest
- aecrual--and- compute the likely monetaryimpact of interest
deferral -en their overall student loan portfolio profitability.

- ZTompute the savirgs to the federal government under selected
‘interest accrual and deferral plans.

DEVisé Selected” graduated repayment scheduies based on Cur rentiy
available debt and earnings data.

- One set of schemes could hold borrowers harmless when.compared to
equal installment repayments to ayg/lg,dlslocatlons in loan demard.

11d maintain lerders' average profit
margin over scme periodfcampared to equal installments so as
to assure adequate 1 supply.

- A third set of plans could try to minimize the federal govermment's
exposure to any increased spacial allowance costs ard default
risks.

Analyze the effects of increased borrowing.limits on:

- borrower's demand for loans, ’

-

. - lerdér's ability to supply capital, and

-~ the govermment's budget capacity to absorb higher subsidy costs
“associated with higher averzge borrowing.




1.

5.

Data Issues

"~ Analyze the undergrxduate debt data from the 1981 Survey of Recent

College Graduates as soon as it is available.
- CQompute new median ard quartile d|ebt levels for each subpopulation.

- Compute .new repayment schedules based on a variety of interest
rate and maturity pericd assumptions.

Recammend to the Netional Center for Education Statistics (NCES) that in
their next Survey they obtain graduate student indebtedness data.

- Otherwise this year's GAPSFAS data should be used to compute
median and quartile debts by field of study for graluate borrowers.

Recammend to NCES that in their next Survey they obtain data aout the

types ard terms of the loans used by students.

- MAccurate infommation on interest rates maturity periods, etc. Would
allow more accurate estimation of repayment scnedules.

Develop (or request that the Bureau of Labor Statistics develop)
consumption norms for singles and families with a college gradjuate
head of household between 25 and 34 in order to more closely approxi-
mate the consumption needs of the borrowers while they're in repay-ent.

Create a multi-year cross-sectional earnings file from, perhaps, ten
years cf Census data.

- This more camprehensive sample should permit the computation of
earnings profile for previously deleted subpopulations such as
-part-time employed minorities and women as well as specific
occupational groups.

Since Census data applies to all students (not just bor}.‘dﬂers) use first
year earnings of borrowers from NCL3's Survey to estimate sej arate
earnings profiles for borrowers.
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APPENDIX A

LEVELS OF EDUCATION DEBT BY SELECTED STUDENT
CHARACTERISTICS: DATA FROM THE THIRD FOLLOWUP OF THE
NATIONAL LONGITUDINAL SURVEY OF HIGH SCHOOL SENIORS
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TABLE .

Level of Education Debt by Race
LEVEL OF EDUCATION DEBT ‘
RACE T T T T $1=999 $7000-1999 $2000-5000 7$5000-10,000  $10,000+  AY1
BLACK ’
Number 1692 295 154 158 31 3 2333 |
Percent 72.5 42.7 6.6 6.8 1.3 . |
#  Cumulative. \
percent 72.5 85.2 91.8 98.6 9919-- 100.0 ~ 4
HISPANIC i
Number 574 90 37 25 \\ 4 2 732 |
Percent 78.4 12.3 5.1 3.4 0.5 0.3 |
Cunu..ative
per ~ent 78.4 90.7 95.8 99,2 99.9 100.0
b~
WHITE R
Numbet: "11538° 1006 652 705 184 17 14102
Percent 31.8 7.1 4.6 5.0 1.3 0.1
Cumulative
percent 81.8 88.9 93.5 $8.5 99.8 99,9
OTHFR
fiumber 708 77 23 35 4 1 848
Percent r3.5 9.1 2.7 4.1 0.5 0.1
Cumulative
percent 83.5 92.6 95.3 99.4 99,9 100.0
ALL RACES e e e e e e eeeereo e
=TT R RGer U T T T TS YT T8 T 866 923 223 23 18015
Percent 80.6 8.1 4.8 - 5.1 1.2 0.1
Cumulative
' percent " 80.6 88.7 93.5 98.6 99.8 99.9
~ O
‘““ by 2|
Q 9\)




TABLE

Level of Education Debt by Sex

LEVEL OF EDUCATION DEBT

%0 $1-999 $1000-1999 $2000-5000 $5000~-1C, 000 $10,000+ All
MALE
Numbey 7100 677 419 477 109 10 8792
Percent 80.8 1.7 4.8 5.4 0.1
Cumulative
percent 80.8 f28.5% 23.3 98.7 99.9 150.0
>
FEMALE o
Number 7439 793 448 446 114 13 9253
Percent 80.4 8.6 4.8 4.8 2 0.1
Cumulative
percent 80.4 89.0 93.8 98.6 99.8 99 .9
ALL SFY™S .
Number 14539 1470 867 923 , 223 23 18045
Percunt 80.6 8.1 4.8 5.1 1.2 0.1
r————Cumulative o ~ e .
percent 80.6 88.7 93.5 98.6 99.8 99.9 J
Vd
9o

G
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TABLE { ILevel of Education Debt by Marital Status .

a’.

LEVEL OF EDUCATICN DEBT

’

MARITAL STATUS $0 $1-999 $1000-2000 $2000-5000 *  $5000-10,000 $10,000+ All

,  SINGLE - , _
Number ( 7215 877 585 671 165 17 9530
Percent (%) 75.7 9.2 6.1 7.0 ° 1.7 0.2
Cumulative g )
Y percent (%) 75.7 84.9 91.0 98.0 99.7 ' 99.9
. N .
MARRIFED . , .
Number 6319 497 . 235 _ 220 48 6 7325
Percent (%) 86.3 €.8 T.3.2 " 3.0 0.7 0.1 '
. Cumulative : . o
| percent (%) 86.3 .93.1 '96.3 99,3 100.0 100.1 P
OTHER : B
Number 718 60 - 22 8 . g 1 811
; Percent (%) 88.5 7.4 2.7 1.0 LAL2 0.1
| o Cumulative ' A a -
percent (%) 88.5 95.9 98.6 . 99.6 . 99,8 99,9
2 & . .
ALL, STATUSES \ v ' ’ ‘
S "+ Number 14252 1434 . 842 ., 899 215 - 24 17666
’ Percent (%) 80.7 , 8.1 4.8 5.1 1.2 0.1
e Cumulative
- perceht (%) 80.7 . 88.8 93,6 98,7 99.9 . 100.0/

N
’




TABLE

Level of Education Debt by Age .
& p
1] Y
LEVEL OF EDUCATION DEBT
AGE S0 $1-999 $1000-1999 $2000-5000 $5000~10,000 ‘$10,000+ All
24-25 | .
Number :373 54 30 35 . 8 2 502
Percent 74.3 10.8 6.0 7.0 1.6 ‘0.4
Cumulative : ;
percent 74.3 85.1 91.1 98.1 99.7 100.1
a \\-/
26~27 ¢
Number 13676 1366 831 879 211 20 16983
Percent 80.5 8.0 4,9 5.2 1.2 0.1
Cumulative
percent 80.5 88.5 93.4 . 98.6 99.8 99.9
28"/29 . )
" Number 537 51 9 - 14 4 2 617
Percent 87.0 8.3 1.5 2.3 0.6 0.3
Cumulative .
__percent 87.0 95.3 96.8 99,1 99,7 100.0
30
Number 15 3 0 0 0 18
Percent 83.3 16.7 0.0 0.0 0.0 0.0
Cunulative .
percent 83.3 100.0 100.0 100.0 100.0 100.0
ALl AGES
Nunber 14601 1474 870 928 223 24 718120
Percent 80.6 8.1 4.8 5.1 1.2 0.1
Cumulative '
percent 80.6 88.7 93.5 98.6 99.8 99.9
7 \ \\% /00
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L REA LEVEL OF EDUCATION DEBT
T ACADEMIC LEVEL. - - $0 $1-999 $1000-1999 $2000-5000 '$5000~10,000  $10,000+ " All
FRESHMEN : .
Number 354 77 23 10 0 0 464
Percent 76.3 16.5 5.0 2.2 0.0 0.0
Cumulative o , )
: percent 76.3 92.8 97.8 160.0 10070 100.0 . |
SOPRVORE . '
Number 356 67 27 . 18, 4 0 472
Percent 75.4 4.2 5.7 . 3¥8- . 2.8 0.0
Cumulative
percent 75.4 89.6 95.3 99.1 99.9 99.9
JUNIOR : ‘ .
Number 369 108 54 55 . N 1 598
Percent 61.7 18.1 9.0 9.2 . 1.8 0.2
Cumulative
percent - 61.7 ~79.8 88.8 98.0 k 99.8 100.0 >
- o
SENIOR
Number 889 - 207 164 171 38 5 1474 :
. Percent 60.3 14.1 1.1 11.6 2.6 0.3 -
T .Cumulative , .
percent 60.3 74.4 . 85.5 97.1 © 99,7 100.0 ,
GRAD STUDFNT '
Number - e el 68 68 105 43 3 661
Percent 56.6 10.3 1.3 15.9« 6.5 0.5
Cumulative ) .
= percent 56.6 66.9 77.2 93.1 99.6 100,11
. OTHER .
Number 83 16 7 1 1 0 118
Pércent 70.3 13.6 . 5.9 9.3 - 0.8 ' 0.0
Yy ) Cumulative ) . . B
’ percent 70.3 83.9 89.8 99.1 99.9 99.9
ALL LFVELS
Number ' 2425 543 343 370 97 9 3787
Percent 64.0 14.3 .1 9.8 2.6 0.2
. j,l Qumulative . )
'*%"’EI{IO' " percent 64.0 78.3 87.4 - 97.2 _ 9.8 & 100.0 oY %
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TABLE : Level of Education Debt by Self-Reported Dependent or Indpendent Status
- LEVEL OF EDUCATION DEBT
:
$ELF-REPORI‘F-D DFPENDENCY '
STATUS $0 - $1-999 $1000-1999 $2000-5000 $5000~10,000 $10,000+ All
INDEPENDENT .
Number 11634 117 637 679 147 130 14227
Percent 81.8 7.9 4.5 4.8 1.0 0.1
Cumulative o '
percent 81.8 89.7 . 94,2 99.0 100.0 100.1
DFPENDENT,

- Number . 2120 287 199 223 - 715 7 - 2907 -

"7 TTPercent “ 72.9 9.9 6.8 7.7 2.4 0.2
Cumulative

per<ent 72.9 82.8 89.6 97.3 99,7 99.9

f/ ALL .

) Number: 13754 1404 ) 836 _}02 ' 218 20 17134 .
Percent 80.3 8.1 4.9 5.3 1.3 0.1 -
Cumulative ) ) o

TTTpetcent 80.3 88.5 93.4 - 98.7 100.0 100.1
¥

1o \ . 104
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TABLE : Level of Education Debt by School Expectations
S ) LEVEL OF EDUCATION DEBT
%». o o ‘ o i
) SCHOOL EXPECTATIONS S0 $1-999° $1000-2000 *~- $2000-5000 $5000-10,000 $10,0004 All
WILL QONTINUE
Number 7537 993 643 725 169 13 10080
Percent (%) 74.8 9.8 6.4 7.2 _ 1.7 0.1 -
Cunulative -
. percent (%) 74.8 84.6 91.0 2g8.2 99,90 100.0
WON'T CONTINUE
Number 476Q 240 113 103 25 : 6 5247 _
Percent (%) 90.7 4.6 2.2 - 2.0 0.5 0.1
Cumulative )
1 mrcent (%) 9007 ‘ 9503 9705 i 9905 '100.0. 10001 .
S— -OTHER -- .
Number 2337 248 115 : 101 29 5 2835
Percent (%) 82.4 8.7 4.1 3.6 1.0 0.2
Cunulative -
percent (%) . 82.4 91.1 95.2 98.8 99.8 100.0
ALL .

Lo Number 14634 1481 871 929 223 24 18162
- Percent (3) 80.6 8.2 4.8 ;5.1 1.2 0.1 100.0
- Cumulative

percent (%) . 80.6 88.8 93.6 98.7 99.9 100.0 100.0

106
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3 leved of Faucation Debt by Field of Stuly

LEVEL OF EDUCATION CEDT

-

FIFLD OF STUWOY Sll-999 $1000-1999 $2000-5000 $5000-10,000 $10,000+

IMANITIFS
Mnber s9 n 3 15
Percent 15.] 8.0 8.5 3.9
Cumulative
prtoent 9.5 87.5 9.0 99.9

FOCIM, SCIRCES
Nunheg ns 56 69
Peroont
Qumjative
peeoent 8.7
-
DIXOGICAL SCIFNCES
Mnhor 97
Percent

- Qumalative
poceent

MIYSICAL SCIFNGRS
fumber
Percent.
Qmulative

prreent

.
BUSINGSS
thabec
Pereent
Orulative
prroent ~

MXCATION
Hurher
Percent
‘Cmulative -
prreoent

onirk
Morber
frrcent |
Qrmulative
prreent

M. FIFLDS
vhrr
Prroent
Cumiative

prreent,

A FulToxt Provided by ERIC
-
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™ _t level of Education Debt by Total School

972

- Expenses .
LEVEL, OF EDUCATION DEUT
— - . . °
IOTAL EXPEXSES S0 $1-999 $1000-1999 $2000~5000 $5000~10,000 $10,000+ all
$0 ! .
Pumbne ano 97 k1] 27 S 1 Y68
nor_gm-/ 82.6 10 3.9 2.8 0.5 0.1
Qmulative .
percnnt 82.6 92.6 96.5 99.4 = 99.8 99.9
$1-500
Mnber 835 90 23 19 4 1
Pereent 5.9 9.3 2.4 2.0 0.4 0.1
Quamilatfve
proent as.s\ 95.2 97.6 99.6 100.0 160.1
$500-1000 - '
M 562 18 10 36 4 0 760
Porcent. n.9 15.5 5.3 4.7 0.5 0.0
Qmaiatjve
prrenat 73.2 89.4 94.7 99.4 99.9 93.9 *
£1000-2000 :
Mrber 1091 222 148 ’ 134 26 1 1622
Pereent 61.3 13.7 9.1 8.3 1.6 ¢.1
CGmmulative
prrcent 67.3 e1.0 90.1 98.4 100.0 100.1
$2000-5000
Murher 1834 360 367 415 109 3 3150
Perornt 50.2 1.4 1.7 15.1 3.5 0.2
Qmulative
pereent 58.2 69.6 81.3 96.4 99.9 100.1
$5000~-10,000 s .
Mrbnr —— WS 49 'y 100 46 7 594
perennt SR 1 8.2 7.9 16.8 1.7 1.2
Comylative .
percent S8.1 66.3 74.2 91.0 98.7 99.9
$10,000+
bor 25 3 2 1 0 0 k]|
Percent 80.6 9,7 65 3.2 0.0 0.0
Qumylative
peccent 80.60 90.3 96.8 100.0 100.0 100.0
AL RESIOMDFNTS
Weber 3492 933 665 792 194 15 8097
Percent 61.8 11.6 8.2 9.8 2.4 0.2
Cunulative :
parcent £7.8 9.4 87.6 97.4 99.8 100.0
\
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{z;mé 5 ’ . TNILE ¢+ ‘level of Education Debt ty Total Grat, !

e E LEVEL, OF EDUCATION DEDT . . ! "

. ) S kil

B T TOTAL GRANT 50 $1-999 $1000-1999  $2000-5020 $5000-10,000 _ $10,000+ AlL

'y 7 i\ KN $0 . . .

S; 7. Mmbar </ "1 Q 38 3 7 1 %5

-, , Perovnt 55.5 15.4 14.3 1.7 2.6 0.4

P Orulative ! ‘ )

. prrcent 55.5 0.5 \ 8.2 96.9 99.5 99.9 - _

o, ya . . . . [
R . Sl-SOO ’ o

N b mbee * 356 104 7 LTI .23 3 646

et ‘o . Percgpt. 5541 16.1 1.9 13.0 3.6 0.5 .

R N . Curalative N N
5{;_,_, A . . percent 55.1 n.2 L83 6.1 93,7 100.2
$500-1009. . \

N A Wb 7 114 93 Y 29 1 594
o . Percent 39.9 19.2 15.7 20,2 4.9, 0.2
' ’ Quenlative, - N :
. . 4 eeecent »Y 59.1 74.8 95.0 99.9 100.1
St . N _ N )
: T $1000-2000
2T L . Merbn . u8 110 8 134 3 T 1 618

3 B C Percr . L1 % g 17,7 1.4 217 5.8 0.2 .

N Cumui dtlve . -t . ) '
e peveent 40.1 57.8 1.2 93.9 93.7 99.9 .
o . $2000-5060 ) . '
L Nurbre 208 8 52 6 16 2 432 N

AT A Percent . 48.1 18.1 12.0 17.6 kI 0.5

: , Qurulative - i

. ’ - percent 48.1 66.2 8.2 95.8 99.5 100.0

T . $5000~10,000 ' ) ' , .
3 . . Mher 15 s, : 3 2 2, 0 2 v
. - . - cent © 5.6 18.5 n.t 7.4 - 7.4 0.0

F ~ . o ajolative .
. prcéent 5.6 4. e 85.2 92.6 100.0 100.0

. : $10,000+ - *

£ ’ +
S e 14 0 o 1 1 0 16

] : Prreent 81.5 0.0 0.0 6.3 8.3 0.0
7 PRI . ,C\lfula!.lve
. . ‘ preeent 81.5 87.5 81.5 93.8 100.1 ] N PN
' ) AL DERTONOFINS
- . R 1225 451 352 448 114 ] 2598
- 5 - Peccenty 7.2 17.4 13.5 17.2 4.4 2.3 : .
< . Osmolative - .
ot * pereent 41.2 64.6 ,18.1 95.3 9.7 100.0
E ,‘ . , *
3
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- &y - “IABLE— — ——+ -Level of-Education -Debt by Loans-Used for Schooling e

) ‘\.'\,,,‘\
NS . LEVEL OF EDUCATION DEBT
LOANS USED FOR | < ' \ -
SCHOOLING so ' $1-999 $1000-20Q0 $2000-5000 $5000-10,000  $10,000+ All
NO ) o . , .o
Number . 6397 710 253 145 25 7 7537
« Percent 84.9 9.4 3.4 1.9 0.3 0.1 s
Cumulative ) '
percent 84.9 94.3 97.7 . 99.6 99.9 100.0
. YES ' ) y ' T
Numbser 234 372 472 " 695 ) 186 11 1970 =
. JPércent . 1.9 18.9 24.0 35.3 9.4 0.6
I “Cumulative ) )
percent 1.9 - 30.8 54.8 90.1 99.5 100. 1
ALL , ,
Number " 6631 1982 725 840 . 211 18 9607
Percent 69.7 1.4 1.6, 8.8 2.2 0.2 ]
" Comulative ,
percent - 69.7 81.1 88.7 97.5 99.7 ~ 99.9

W N
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TANLE s Level of Bf'!\lcation Debt by Total Loans ‘
,  LEVEL OF EDUCATION DEST !
TOTAL LONNS $0 $1-999 $1000-1999 $2000-5000 $5000-10,000  $10,000+ A
$0 ) ) : v ‘
trber 51 50 7 61 8 0 253
Prrcent 2.2 23.7 28.9 24,0 3.2 0.0
/ﬁmlative
7 prrcent 20.2 4.9 72.8 96.9 100.1 100.1 !
$1-500 ) .
Wmber 5t 9 59 40 3 i 48
Percent 20.6 36.7 2.8 6.1 2.4 0.4
Cunlative { ' .
prrcent 20.6 57.3 81,1 97,2 99.6 100.0
$500-1000 !
tharbnr AT 6 98 144 1 1 k771
Porceat { 6A 25.2 L 26,2 . 38.5., 2.9 0.3
, Comulative N *
peroent P64 32.% 58,23 96.8 99.7 100.0
$1000-2000
thnber k1) 2 146 264 72 i 558
Prrcent 5.9 . 1.5 2.2 47.3 12,9 0.2 | )
Omulative
percent 5.9 12.4 9.6 86.9 99.9 100.0
$2000-5000 B
by 2 6- 16 102 66 7 209
Peccent 5,7 2.9 7.7 48.8 31.6 3.3
Cumilative N
prtcent 5.7 8.6 6.3 65.1 96,7 , . 100.0 -
$5000-10,000 ) —
Mrber 0 0 0 3 3 1 1
Percent 0.0 0.0 0.0 2.9 42,9 14.3 :
Cumulative .
percent 0.0 0.0 0.0 42.9 85.8 100,13
§10,000+
Smber 0 -0 0 0 0 0 0
Percent 0.0 3.0 0.0 0.0 0.0 0.0
Cumulat {ve B
percent 0.0 n.0 0.0 0.0 0.0 0.0
AL RESTOMOFNTS , . i
Mumber m 295 192 614 166 n | 1649
* Percent 10.4 18 2.8 n.2 - (10,1 0.7 ¢
Qumlative 109 j
percent 10.4 28,4 52,2 89.4 99.5 100.2 \
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- s " TABLE, : Level of Education Debt by Aid From Friends and Relatives

LEVEL OF EDUCATION DEBT -

AID FROM FRIENDS/

 RELATIVES g S0 $1-999 $1000~2000 _ $2000-5000 $5000-10,000  $10,000+ a1l
N 4
Number 3538 659 355 394 91 8 5045
-Percent 70.1 13.1 7.0 7.8 " 1.8 0.2
Cumulative ' s ) .
-percent - 70.1 83.2 90.2 98.0 9.8 100.0
YES . ‘~
. Number 3036 . 428 363 426 116 - 10N\ 438
Percent 69.3 9.8 g3 9.7 2.6 0.2
W Cumulative rlf’ s %31
percent 69.3 9.1 Y814 97.1 99.7 9.9 .

. \

Number 6574 1087 719 820 207 18 \ 9425
Percent 69.8 1.5 7.6 8.7 2.2 0.2
Cumulative . *

percent 69.8 81.3 88.9 97.6 57 99.8 100.0
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TABLE s Level of Education Debt by Total Aid From
. . Friends and Relatives
. ’ LEVEL OF EDUCATION DEDT
S ) . TOTAL AID $0 $1-999 $1000-1599 $2000-5000 §5000~10,000  $10,0004 All
’ $0
Nurber 261 50 38 2 H 0 380
Peccent 68.7 13.2 10.0 N R | 0.0 100,0
Cumulative .
v peccent 63,7 81.9 . 9.9 99,0 1001 100, 1
A $1-499
. . Nurber 322 89 63 91 25 1 591
: Percent 54.5 15.1 10,7 154 4.2 0.2 100,0
. Cumulative
. . percent 54.5 69.6 0.3 35,7 99.9 100.1
{
. $500-999 . .
N tumber 56 58 62 5 23 0 3]
- Percent 62.0 10.1 10.8 13 4.0 0.0
Qmulative \ .
— ; percent . 62.0 2.1 82.9 96.0 '\ 100.0 100.0
' $1000-1999 . \
Mrber s37 69 64 8 N 28 1 782
Percent 68.7 8.8 8.2 10.6 3.6 0.1
Qumlative
pescent 68.7 .5 85,7 96.3 99.9 100.0
: * $2000-4999
. Number 753 70 72 86 ! 19 5 1005
Petcent 74.9 7.0 1.2 8.6 1.9 . 0.5 100.0
X Qumulative
: peccent 74.9 61.9 89.1 97.7 99.6 100.1
$5000-9959
: Nurber 151 15 7 13 3 1 190
; . Peccent 79.5 7.9 3.7 6.8 1.6 0.5
£ . Ouwulative .
, percent 79.5 81.4 91.1 97.9 99.5 100.0
o N
- + $10,000 and up
Mrber H 0 0 1 0 0 6
.’ Peccent 3.3 .0 0.0 16.7 0.0 0.0
Qmulastive
percent 83.3 83.3 83.3 100.0 100.0 100.0
AL AID LEVELS '
L nm‘ 2;02 gsv 306 376 : 102 7 ) 3528
- ‘et rcent 67.6 ° .9 8.7 0.7 ¢ -~ 2.9 0.2
. . . Qmulative . 1 U Z
, .o . percent 7.5 86,2 : 96.9 9.8
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SAVINGS USED FOR SCHOOL

TABLE

¢ Level of Education Debt by Student Savmgs

Used for Schooling
-LEVEL OF EDUCATION DEBT

S0 $1-999 $1000-1999 $2000-5000 $5000-10,00b All

Number 2587 305 167 182 42 3289
Percent 78.7 9.3 5.1 5.5 1.3
Cumnlative

percent 18.7 88.0 93.1 . 98.6 99.9
Number 4012 790 559 652 165 6190
Percent 64.8 12.8 9.0 10.5 2.7
Cumulative

percent 64.8 77.6 86.6 97.1 99.8
Number 6599 1095 726 834 207 9479
Percent 69.6 11,5 7.7 8.8 2.2
Cunulative )

percent 69.6 81.1 88.8 97.6 99.8 ,
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This paper will sumarize evidence on student Jloan indebtedness taken

from the Survey of Recent College Graduates. After|a brief description of

. | ]
the Survey, its sampling design and limitations, and its general picture of

the characteristics of college graduates, the paper will present levels of

undergraduate debt by the following characteristics:

earned degree

race, sex, marital status

employment status, eammgs and type of job (if employed)
field of study and institution type

The Survey of Recent College Gradvates

The Survey was conducted by the National Center for Education Statistics
in February 1978, surveying about 11,000 students who received their
bachelor's and master's degrees between July 1976 and June 1977 fram
four-year schools. The survey's two primary objectives were to provide
estimates of additions to the existing supply of teachers and to determine
tl;-e labor force participation of recent college graduates who were trained
as teachers. These cbjectives and the survey's secondary objectives
relating to p;:edominatetly black schools and special and wocational education
teachers led to a sampling design which disproportionately selected predomi-
nately black schools and education, special and vocational education majors
wit"hin all schools. The resulting institutional and student sample was as.
follows: -

FOUR-YEAR QOLLEGE 1876-77
AND UNIVERSITIES ' GRADUATES

-BLACK: N= 30" BLACK: N= 873
NON-BLACK: N=270 NON-BLACK: N=10,152

ALL INSTITUTIONS:N=300 Al} INSTITUTIONS: N=11,025




1

The original survey elicited responses fram about 7,900 graduates out
— of the 11,025 surveyed. Telephone ocontacts and on-site visits to follow-up
nonrespondents yielded an additional 1,700 responses for a total of 9,600
cases.
—————— -~ —By-using veightir;g~adjustrrents to account for-the sampling w’erweighting, -]
this sample. is representative of the approximately 1,248,000 students
who received their bachelor's or‘ master's degrees during the 1976-77
academic year from about 1,800 four year colleges and universities. All »
debt distributions in this paper will be mresented in terms of these
! weighted population totals. Conclusions should not be generalized beyond

;o this population.

The loan debt questicn used in this survey asked for an exact dollar
amount of undergraduate debt, as follows:

At the end of your undergraduate education, what was
the total amount of money, if any, which you owed that
was directly related to your education? EXCLUDE SUCH
ITEMS AS MORIGAGES, NON-EDUCATION LOANS FOR CARS,
APPLICANCES, ETC. IF YOU OWED NO MONEY, CIRCLE "0."

ENTER AMOUNT OWED: $
ONED NO MONEY ¢vessscssscsccseal
As can be seen, it is expected that both bachelor's and master's recipients
report only their undergraduate debt. However, t:herec ls no independent way
to check whether this was done.
Of the 1,248,000 students in the total survey population 401,000
— (32.1%) reported undergraduate debt which averaged $2,659, 825,000 (66.1%)
reported having no debt, and 21,000 (1.8%) left the question blank.

-

General Characteristics of Recent College Graduates

About 75 percent .(930,000) of the 1,248,000 1976~77 college graduates
received a bachelor's degree, 25 pe.:cent (318,000) a masters. The median
age of the bactalaureates at the time of graduation was about 24, the
masters were about 30.

x

B-2 {o|




V A full 70 percent: (835,200) of the graduates received then:' degrees

A

.= from public schools, the remainder from pnvate institutions. Most

students at all institutions majored in the social sciences (25 percent)

-

or education (20 percent), then in business (17 percent) or the biological

l

sciences (16 percent), and least 11kely in the humanities (m percent)

and the physical sciences (9 percent).

Only 23 percent *(290,000) were enrolled as either full-time e
or part-time students while’a full 84 percent (1,050,000) had a full-time |
or part-time. job. Of those employed, 20 percent (212,000) were school
teachers. Of those who were not school teachers the majority (68 percent
or 567,000) worked for private business (profit or nonprofit} and 24
percent (204,Q000) worked for some level of go;rermnent. The median annual \
rate of pay for all employed graduates was about $13,100. ’

A full 40 percent (about 500,000) were married and living with their
Spouse. Of those, their spouse was most likely to be working (66 percent
full—tlme, 10 percent part-time), or keeping house (40 percent). Only 14
percent of the spouse were students either full-time "r part-time.

Almost 89 percent (1,110,000) of the graduates were wnite, 6 percent
(nmm)mmbha.Aﬁm&hmmmaaﬁmﬁmmImmmcmmmﬁtm

remaining 4.4 percent (56,000) of the reported racial categories.
#

Undergraduate Debt by Degree Earned

Is there a difference between urdergraduate debt incurred by bachelor's
and master's recipients with those who anticipate advanced degrees borrowing
‘more because they expect higher future earnings? The data says the differences
do rot appear to be significant. The survey population oconsists of about
930,000 bachelor's recipients, 303,000 of whom report naving undergraduate

debt,which averaged $2705. «f the 318,000 masters recipients, 97,000

L

reported having undergraduate debt which averaged $2513.

! B -3-
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| TRBLE 1: Debt 6Jartiles ,‘in Dollars, by Degree Earned - \\\J
1 e i iy 3

: st Quartile Fedian 4th Quartile
Degree. Earned Ends At: Debt Level: Begins At: . Number
Bachelors ~$ 1100 ' $ 2200 §4000 ' . 303,298
Masters . - 1000 2000 3000 97,46
ALl Degrees <1200 . 2400 4300 400,794
%

- Many fa*cters may. e)%lam the small observed differences in debt between,

X
masters and bachelors rec1plents. First, if answering the question correctly,

t:he mters rec:.pients were being asked to recall their luvel of debt when

they completed their undergraduate degree which, on average, was at least

two years earlier. Second it is likely that their schooling costs were

lower at that earlier time. Masters reclpients mey also have begun

L

\\

.
Pes
~

re;gayme'nt: of some of their education debt'and may have, mistakenly,,

reported those lower "remaining balax}ces"_.

Undergraduate Debt by Race, Sex and Marital Status

Loan debt appears to vary significantly \;ith the ethnicity of the
borrower. i\v rage debt for white graduates with debt‘was $271?vhile for
black graduates the average debt was $2359. among the other racial groups,
nfmerican Indians had the highest average debt at $3154 Hlspam.cs the )
lowest at $2101, and Asian Amencans in-between at $2676. ,

There was also a difference in the portlon of each racial group ‘«hlch

_reported having any debt. Black graduates had the largest percentage mth

debt, 54 percent. Hispanics were second with a4 percent, followed by
white graduates at 31 percent, American Indians at 23 percent and Asians at

20 percent.

B—4-




-, TABLE 2; UNDERGRADUATE DEBT DISTRIBUTIONS BY RACE

v

LEVEL OF DEBT (%)

- | ST $1000~ S2000~ 5000~ STO000-" NON-ZERO STANDARD -
'gcg NOMBER SO 999 1999 5000 9999  AND UP OEBT ($) DEVIATION ($)
T 1,093,237 68.7 6.1 7.4 13.0 42 0.5 2717 2389 .
“iz‘: 73,334 46.0 14.7 10.5  21.8 6.6 0.4 2359 2038
'nsrfmm 25,791 55.7 8.7 10.4 223 2.9 0.0 2101 1448
’ 27,035 79.7 2.8 - 3.3  12.2 2.0 o.of 2676 1688

R 27386 76.6 0.0 0.0 2.2 22 0.0 315 1700
'o PONSE 4,345 64,5 11.9 127 11.0 0.0 0.0 1364 778

Vd

ALL RACES 1,226,120 67.3 6.6 7.5 13.7 4.2 0.4 2659 - 2327

-~ INFORMATION 21,476
lmm. 1,247,596

l _ Male graduates had higher average debt ($2805) than female graduates

{$2475) and women had a slighter larger percentage of graduates with no debt
than did-the men (69 percent vs. '66;,Qercent). Factors which affect the

of other aid (see Table 3). ' - . o,

e avez:age ‘debt of married graduates living w1th spouse was Svl@tantlally

lower than for graduates who were not married ($2451 vs. $2800) (See Table 3).\ -

(\ .
- 3
.

l differences include: oost of schooling, choice of major, and availabilit;y




TABLE 3:

LEVFL OF DEBT (%)

UNDERGRADUAT< DEBT DISTRIBUTION BY SEX
AND MARITAL STATUS '

‘\\_ MEAN

- ST~ 51000~ 52000~ $5000~ $10000~ NON-ZERO STANDARD
NUMBER $0 999 1999 5000 9999 AND UP DERT (S) TON (S
... Male * 663,597 66.3 6.3 7.4 14.5 4.7 0.7 2805 2496
Female 560,900  68.5 7.1 7.7 12.7 3.6 0.4 2475 2081
'No | _ » _ _
. Response 1,654  53.9 4.6 9.5 25.9 6.1 0.0 2735 2100
_ . STATUS
“Martied,
- Living .
spouse - 491,295  68.5 7.4 8.1 12.4 3.1 0.5 2451 2258
Other 726,787  66.6 6.2 7.1 14.6 5.0 - 0.4 2800 2368
No
Response 8,071 60.0 8.9  13.0 15.6 2.4 0.0 2116 1587
. qomAL 1,226,120  67.3 6.6 7.5 13.7 4.2 0.4 2659 2327
.. No Debt 3 .
:Infcr“ ¢
= mation 121,476
., © TOTAL 1,247,596
e ) [
J
B ~6~
? - 18S
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Undergraduate Debt by Employment Status, Earnings and Type, of Job

Bmployed graduates with debt reported lower debt levels than dig
‘ indebtid unemployed graduates. The average debt for a working graduate
»

> v - RN RS
[ . ~ H _— .

was $2,601 while for an unemployed greduate it was $3,022 (See Table 4 P,
for details). The differences in average debt were the same whether

the graduates were from public (and presumably lower cost) or private

l schools.
- TABLE 4: Average Debt By Employment Status
l _— ard Institutional type
» }/ . "‘ .
4
l EMPLOYMENT STATUS
' INSTITUTION TYPE EMPLOYED T NOT EMPLOYED ALL GRADUATES
PUBLIC ‘238 | spes $2389
PRIVATE ' 3114 #3490 3176
. ALL INSTITUTIONS . 2601 3022 2659
. The difference in average debt by employment status e?ét be explained
adequately by the data but several factors may contribut an explanation:

o employed graduates may have t\-:'arned more than unemployed graduate
. + while in school reducing their need for loans ;
o employed graduates may have reported their current debt instead
of their debt when they received their baccalaureate and, having y
begun repayment, would have "reduced" debt levels

B -7-




TABLE 5: UNDERGRADUATE DEBT DISTRIBUTIONS BY :
EMPLOYMENT STATUS, EARNINGS AND TYPE OF JOB l

- LEVEL OF DEBT (%) MEAN .
-y ‘ ' 1~ 1000-  2000- - 5000- 10000~ NON-ZERO STANDARD
e _NUMEER S0 999 1999 5000° 9999 AND UP__ DEBT (§) DEVIATION (SYH

STATUS

' (As Of 7/78) ,
* Employed 1,031,439 66.5 7.0
Not Bmployed 194,702 71.7 4.7

4 - 2601 2307
.7 3033 2422 A

|

o
)
W oo
—
and
.
o
U o
)

-~ . TYPE OF JOB : ; , .
~ Professional . . -
,Worker 76,949 65.6 5.8 7.9 14.2 4.8 1.7 3278 3012
- Manager & . - l
Sales Worker 43,901 70.1 3.8 6.2 14.8 5.1 0.0 2821. 1816 :
Clerk 49,963 64.1 9.4 6.4 15.1 4.9 0.1 2547 2035 :
= Craft Person 225,031 70.6 6.4 6.2 12.9 3.7 0.3 2574 2144 l :
. ¢ Farmers 325,673 65.7 . 6.4 8.7 14.0 4.6 0.7 2714 2294 .
 BService ' ' ' - ' T
. . Workers - 102,337 68.2 8.3 5.9 14.4 3.0 0.2 2415 3044 I X
: Teacher 207,656 62.5 8.7 9.5 15.4 3.5 0.3 2286 1848 . .
R /No Response . 194,687 ‘ :
/. -
e l '
- ANNUAL RATE
f, O PAY : |
S $0- 6000 77,499 66.1 7.2 6.5 16.2 3.4 0.5 2573 n/c I
x -6- 9000 140,895 .63.4 7.9 8.8 14.0 5.2 0.7 2644 . nfc
912,000 20,881 63.5. 6.9 9.1 - 16.1 4.0 0.4 2537 n/c .
12-15,000 161,317 64.4 7.9 ' 8.V 14 .1 5.1 0.4 2692 n/c '
15-20,000 . 123,843 66.8 7.6 7.7 12.1 5.0 0.8 2709 n/c .
20,000 and vp 253,032 68.8 6.1 7.0 14.5 3.1 0.4 2577 n/c
"..No Response 268,750 !
© TOrAL - . 1,226,120 67.3 6.6 7.5 13.7 4.2 0.4 2659 2327, j’ ‘
| mme ., 2
~—-——Information 21,476

LW

g
___.________g__';_AA;;M: L

GRAND TOTAL 1,247,596
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Level of undergraduate debt followed no percéptible pattern with
respect to éarnings. Wage earners making between $9,000 and $12,000
annually had the lowest average debt of $2537. Next lowest were wage
+ ezmers in the $0-6,000 group who had average debt of $2573 but who also
had the largest fraction with debt between $2000 and $5000 (16. 2 percent)
and the smallest share with debt over $5000 (3.9 percent). Those with
earnings between $15,000 and $20,000 had the highest average debt of $2709
but also had the smallest share in the middle debt range (12.1 percent).

Within. broad categories, hox‘vever, it appears that debt levels do
varﬁr directl;} with type of job. Professional workers including doctors, _.
lawyers and engineers had the highest average debt of $3278 while service
‘ workersﬁ'had the lowést mean debt of $2415.

o

B-9-
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Undergraduate Debt by Field of Study and Institutional Type

Average undergraduate debt by field of study l;anged from $2297
for education majors to $3098 for those who studied the biological sciences.
Business and phtycial.science majors had the second and third highest
average debts of $2818 and $2789, respectively. Then followed humanities
and social science students with average debts of $2740 and $2508.

Debts were not clmn'ped' around the average defts. In fact, within

each field of study, the distribution of debt was rather broad. For

example, tﬁOugh the mean for biology majors was $3098 the standard deviation
was $2388 vhich meant that about two-thirds of these students had debt which
‘rahged from $710 to $5486 (assuming a roughly normal debt distribution).
Average debt at all institutions was $2659 but at public schools
average debt was only $2389 while at priQate institutions mean debt
was $3176. At public and private schools majors in the biological sciences
had the highest average debts of $2:756' and $3840, respectively. But while
business majors had the second highest mean debt at public schools ($2661),
physical sciences majors 6utborrowed both business and humanities majors
for second hignest debt at private schools ($3870). Bducation majors had
the lowest debt at both types of institutions ($281 at publics and $2665 .

at private schools).

B-10-
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TBLE 6: UNDERGRADUATE DEBT DISTRIBTUIONS BY

T ST e

8 - s
. .

.

o / FIELD OF STUDY AND TYPE OF INSTITUTION L

+ @ALL INSTITUTIONS LEVEL OF DEBT (%)

FIELD OF NUMBER (% OF) 1- 1000~ 2000~ 5000- 10000~ NON-2ERD, STANDARD -

STUDY ‘COLUMN TOTAL) $0 999 1999 5000 9999 AND UP  DEBT ($) DEVIATION ($)
;f'ﬁqw&mrm 135,48 . 68.7 5.5 6.4 .1 ‘4.5 0.7 2740 - 2033
Rl (11.0) .
T AA , o , . y
- JISOCIAL . 301,754 69.7 3.5 6.7  12.8 3.5 3.4 2508 2064
L. SCIENCES (24.6) .
ff}la:,qwcmzm, 198,708 ~ 64.6 5.5 7.3  15.7 6.1 8.3 - 3098 2388 T
©'° SCIENCES _  (16.2) :
¢ PHYSICAL =~ 109,446  68.4 5.6 6.0  14.0 6.0 0.0 278 _ 2037

By
v

 SCIENCES (8.9)

T
OBUSINESS 205,40  67.0 6.8 8.2  12.4 3.8 7.9 2818 3097

i | (16.8) - .

. EDUCATION 248,326  64.9 8.3 9.1 . 14.0 3.3 4.0 2207 1973

o l . - 203)° : .
. OTHER 20,834  66.0 © 7.6 10.8  13.8 1.7 0.0 2435 1083

' (17.0) :

MO RESPONSE . 5,354  69.2 2.2 6.8 2.8 0.0 0.0 2435 1083

- (0.4)

| .ALL FIELDS 1,226,210 . 67.3 6.6 .7.5  13.7 4.2 0.4 2659 2327

‘ I (100.0)

l B-11-
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TABLE 6A: UNDERGRADUATE DEBT DISTRIBTUIONS BY - l‘,
FIELD OF STUDY AND TYPE OF INSTITUTION |
PUBLIC INSTITUTIONS LEVEL OF DEBT (%) 3 o
. FIELD OF NUMBER (& OF) 1- 1000~ 2000~ 5000~ 10000~ NON-ZER® STANDARD |-
- STUDY COLUMN TOTAL) $0. 993 1999 5000 9999 AND UP DEBT ($) DEVIATION =§j
" HUMANITIES 84,023 72.0 5.2 6.4 © 12.3 3.8 0.2 2379 1779 :
(10-1) H ‘}
“ SOCIAL 198,809 70.4 8.1 7.4 10.8 3.3 0.1 2235 1889 -~
SCIENCES (23.8) ‘ B
o 1
L s |
. BIOLOGICAL 135,998 64.6 5.7 8.8 15.8 4.3 0.7 2756 - 2136 ) J

' SCIENCES (16.3) ’ 3
PHYSICAL 77,229 71.2 6.8 6.9 11.4 3.8 0.0 -~ 2221 1644 I |

SCIENCES (9.2)

BUSINESS 134,094 70.2 7.1 7.6 11.6. 2.3 1.1 2661 3355 .
(1601) N l\ ‘A“

< EDUCATION . 189,907 65.1- 8.7 9.6  13.2 2.9 0.4 . 2181 1902
(22.7) e : )

OTHER 11,128 68.9 12.2 6.8 9.0 3.1 0.0 1910 © 1828 I
(1.3) ‘ : = -
NO RESPONSE 4,172 74.5 0.0 5.9 19.6 0.0 0.0~ 2420 624 N

(0.5)

ALL FIELDS 835,300 68.5 7.3 8.0 12.5 3.3 0.4 2389 220 l
(100.0) . .

B-12- '
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PRIVATE INSTIMIONS

TABIE 6B:

UNDERGRADUATE DEBT DISTRIBTUIONS BY
nm.p OF STUDY AND TYPE OF INSTITUTION

.
i
$ ’:.
e
il

LEVEL OF DEBT (%)

L FED P MBER (3 .0F) = 1000~ 2000~ 50U0- 10000~ NON-ZER0 STANDARD . .°
STUDY COLUMY TOTAL) SO 999 1999 5000 3999 AND UP_ DEBT ($) DEVIATION ($)
HMANITIES . 51,325 6.2 6.0 ' 65 1.1 5.5 1.5 3190 2624 —
| S (13.1) B —
‘.;‘ i e e o o
- SOCIAL 102,944 68.3 4.7 5.5 ' 16.7 3.9 0.8 2999 2265 :
SCIENCES (26.3) |
B BIOLOGIGAL" 62,710  .64.6 4.8 4.2 ' 15.3 9.9 1.2 3840 2714
'SCIENCES % (16.0)
§. PYSICAL 32,217 61.7 2.8 3.8 - 20.4 1.3 0.0 3810 2264
'SCTENCES (8.2) - :
. / ¢
v BUSINESS 72,347 63.6 6.0 9.2  13.8 7.1 0.2 3056 2639
*"' - ~  (18.5) .
EDCATION 58,419 64.2 7.1 7.6 16.3 4.4 0.5 2665 2143
s (14.9) . : : :
oriER 9,705 62.7.2.4  15.5  19.4 0.0 0.0 2412 1291
T (2.5) :
N0 RESPONSE 1,182 50.1 10.1 . 10.1  29.7 0.0 0.0 2460 1608
(0.3)
AL FIEIDS 390,822 64.8 5.3 6.5 6.4 6.3 0.7 3176 24€5
- (160.0) '
B-13-
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Within its limitations, data fram the Graduate and’Professional
Stbdénts Financial Aid Survey (GAPSFAS) reveal the levels of debt incurred
by graduate and prgfessional stugents across major fields of study, eﬁucational
Jdevel and several socio~eEonomic vagiables; including age, parental income

~-and marital status. The data campiled is a random sample of 12,629 indebted
students from a total of 50,490 students with reported inéebtednesg. This
sample was drawn fraom the 78,682 who filed GAPSFAS applications for the
1979-50 school year. _

"Neither the sample used or the population of indebted GAPSFAS filers
are statistically represeﬁéative of any group but GAPSFAS filers with debt.
These filers are disproporéionately entering professional students attending
selective graduate schools. About 56 percent are entering students in
business, law or medicine. The saﬁple does not reflect én accurate distri-
bution of all graduate students across educational levels o% fields of
ééudy'but sample sizes are ample enough to produce reliable debt distributions
by educational level and field of study.

Most of the indebted GAPSFAS filers are under 26 years old (69.8
percent), are not married (80.7 percent) and are slightly more likely to be
self—supporting1 (51.6 percent). Of those who are married odly about one
out of four (27.7 percent) have a spouse who is also a student. Siightly
less tgan half (47.1 percent) of all the aid applicants are from families
with incomes under $20,000. '

Students in professional programs (business, law and medicine) make

O,
up 57 percent of the filers; the physical and biological sciences another 12

2

" percent; and education, humanities and social sciences 26 percent.” The

1 by 'the Basic Grants definition

©2 the remaining 5 percent did not report a field of study.
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average GAPSFAS filer has an education débt; of $5843 but the range is .quite
wide. Humanitie$s students have the lowest average debt of $3717 while
nedical students top the list with the highest average debt of $9823 (see
Table 1 and Figure 1). .

The median debt for all fields of study is $4600 with the upper quartile
of students having debt levels above $7,70(; and the lower quartile having

debt below $2,200. The arts, sciences (except for the biological sciences

which include pre-med students) and busines/s students have roughly similar
debt distributions with median‘ debts which ranée between $3,000 and $3,500 ™.
and with interquartile ranges (the difference between the median and lower
and upper quartile boundaries) that do rot vary more than $300. Debt
distributions for the other three fields (law, i?iological sciences ard
medicine) appear to be signifi.cantly different from the arts and sciences
group as well as from each other. About twenty-five percent of the g‘r'aduate
law students have debt leve..s above $7,500; twenty-five percent of the
biological sciences students are over $10,000 in debt which is the current
borrowing ceiling undér the Guaranteed Student Doan‘program and one~half of
all medical students show debt levels above $8,200." (For quartile
distributions by field of study see Table 2)

Many factors are at work to produce the distributions of debt by field
of study which we observe. They include:

o preselection by certain students who)choose not to apply for aid

o different availability of federal, state, and institutional non—refund;

able aid for specific fields of study (grants, fellowships, assistance-
ships, etc.) ’

<

Recall that these figures relate only to GAPSFAS applicants with debt —
students who are seeking additional financial assistance.
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Table 1: Level+of DEBE by Field of Study
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TABLE 2: DEBT QUARTILES, IN DOLLARS, BY FIEID OF STUDY :
LY /
- ) . \!
_FIELD OF 1st Quartile Median 4th Quartile ‘
- STUDY Ends Atj Debt Level ¢ Begins At:
; ] / - N
3 | ~ '
ALL / .
FIELDS 2,200 1,400 7,700
; //
HUMANITIES 1,500 3,000 5,100
) I
. ! /. : \)
_ EDUCATION // 1,400 '3,000 ° 5,200 _
b Tt - B o B : o »
PHYSICAL
SCIENCES 1,600 3,100 5,200
SOCIAL
SCIENCES 1,700 3,300 5,200
BUSINESS 1,800 3,500 5,600
~ LAW - 2,400 4,500 7.400 »
- BIOLOGICAL 3,000 5,600 10,400
+ SCIENCES .
4,800 8,200 13,900
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o varying amounts of parental and other non-governmental support - |

o different costs of attendance

o differing loan terms (limits, repayment periods, interest rates,
etc.) for the ‘availab.e loan programs.

Factors such as these may help explain large differences in a\‘/erage debt by
fi'eld,gf' study between, for exemple, the physical ard biological sciences.
. Although t.he level of student debt bears scme relation to parental

income (except when the studéht-is totally se}f-—supportix;g), the GEPSFAS

data does not permit a close examination of this relationship. The data

does suggest that debt levels reach a peak at roughly some middle income

<

level and then decrease as parental contributions become 51gn1f1cant1y

large. Of course, within any given field of study the relationship between
the student's debt level and parental income depends also on the distribution
of school costs associated with that field, A simple unimodal relationship
is likely *t;f: hold in a fiéld where the range of costs is relatively narrow
(e‘\.g., h}nnéxﬂities) than in a field where the cost spread is broader (e.g.,
- law schoolg) .\\[\see figure 3]

o ',I‘bg#p,attern\ gi:: education debt by year in graduate school varies
significantly by field of study. For example, median debt in the humanities

- peaks for fourth and fifth year students at $3600 after dipping to $3100

for third year students. But law students reach their highest median debt

level of $7800 in their second year and their debt falls substantially by

the fourth and fifth years to $4900. Factors such as length of program,

school costs, loan terms (particularly loan limits and repayment requirements)
and the selection process of applying to GAPSFAS account for many of the

differences between these observed distributions (See- Table 4).
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- 'b"l — .
'.mBLE3° MEDIAN DEBT IN DO BY-PARENTAL INOOME LEVEL
AND F Y FOR GAPSFAS FILERS

_ PARENTAL INCOME

FIELD oF $0-

$10,000~ $20,000- $30,000-  $40,000 Not
© STUDY 10,000 20,000 - 30,000 40,000 and up Reported
FIELDS 4,000 4,400 5,000 5,000 5,000 4,300
(%) (12.3) (21.2) (19.0) (10.2) (6.7) (30.7)
1
'HIMA;GITIES 2,700 3,200 _ 3,300 3,900 3,500 2,000
(%) (9.6)° (15.4) (15.0) (8.4) (4.2) (47.3)
. SOCIAL S
SCIENCES 2,700 3,100 3,700 3,700 3,400 3,600
(}f) (12.4) ’;(19.7) (13.7) (7.5) (5.3) (41.4)
= BIOLOGICAL Ca e '
(%) (10.4) (22.0) (23.0) (12.3) (5.4) (26.9)
- PHYSICAL? .
SCIENCES 3,500 2,900 4,400 1,800 5,500 3,300
(%) .(10.0) (16.7) - 121.0) (8.6) (4.3) (39.5)
BUSINESS 2,900 3,000 «.4,"200 3,700 2,500 4,000 L
(%) o (12.6) (21.3) (17.1) (11.9) (8.0) (29.1) '
—EDUCATION® 2,000 3,100 . 2,700 5,000 1,500 3,100
: (%) {11.1) (15.2) " (8.4) (2.7) (2.7) {59.8)
aw { - 4,000 4,300‘. 4,300 4,500 5,000 5,000
(ﬁ_/ (13.6) (22.9) (20.5) (9.4) (6.1) (27.7)
MEDICINE 8,600 '8,600 7,900 7,700 7,900 8,700
(%) (12.9) (24.0) (23.8) (14.1) (10.9) (14.3)
“"NOTE: Percent of filers in each 1ncqmé category are placed in parentheses. A substantial

percent of students did mot report parental income.

Small samples for this field of study acoounts for some wlder variations in
median debt. . -
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TABLE 4: MEDIAN DEBT, IN DOLIARS, BY YEAR IN GRADUATE
SCHOOL AND FIELD OF STUDY g

. FIELD OF : Not
: STUDY - 1st © 2nd 3rd 4th & 5th Reported
: FIELDS 3,700 . 7,500 10,300 5,400 5,100
(%) (65.7) (18.9) (8.8) (4.4) (2.1) o
HUMANITIES 2,900 3,500 3,100 . 3,600 3,300
(%) (65.5) (16.6) (8.5) (7.9) (1.5) B
. . ¥
SCIENCES 3,200 3,800 3,900 4,500 3,700
() - (75.7) ° (14.0) (4.2) (4.7) (1.5)
3 .
BIOLOGICAL, ' *
: SCIENCES 4,500 10,000 13,500 © 10,000 5,000
) (%) (59.1) (20.6) (12.4) (4.8) (3.1)
i PHYSICAL? / ‘
’ SCIENCES 3,300 3,100 2,900 2,700 “ 1,200
- (%) (76.7) (9.0) (5.7) (6.7) (1.9)
BUSINESS 3,400 4,000 6,000 ° £3,503 C 2,000 -
(%). (83.4) (8.4) (2.7) (3.3) (2.1)
| Epucarion?® 2,700 3,000 3,700 5,000 8,200 - -
B (%) (66.6) (17.2) (8.8) (6.4) (1.9) '
- “LAW 3,800 7,800 5,100 4,900 - 5,000
(%) (69.0) (23.0)  (3.6) (2.7) (1.7) B
3 MEDICINE 5,000 11,300 14,900 14,100 9,300
- - (%) (47.0) (24.3) (21.0) (4.6) (3.10)
NOTE: Percent of filers in each income category are placed in parentheses.
2, asmall samples for this field of study accounts for some wider variations in
median debt.,
4%
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APPENDIX D: DEBT, REPAYMENT, EARNINGS AND LOAN L
BURPE:N FOR SELECTED STUDENT/BORROWER CATEGORIES \
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APPENDIX E

CONSUMPTION EXPENDITURE LEVELS
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BLS Low Standard

E-1

CONSUMPTION EXPENDITURE LEVELS

Year 1 = 1978

BLS Intermediate Standard

£

QWO WN —

—h

BLF Low and Intermediate Standard for

Marri d Couple Having Child in Third Year

Low

——

$ 5,181 ~

5,855
8,720
9,854
10,839
11,706
12,643
13,528
14,339
15,200

Intermediate

$ 7,880

8,905
13,254
14,978
16,475
17,793
19,217
20,563
21,795
23,104

Single Married Married w/1 child Single Married Married w/1 child
$3,854 5,181 $ 6,829 $5,862 $ 7,880 $ 10,380
4,355 5,855 7,717 6,624 8,905 11,730
4,921 6,616 8,720 7,465 10,062 13,254
5,561 7,476 9,854 8,458 11,371 14,978
6,117 8,223 10,839 9,304 12,507 16,475
6,606 8,881 11,706 10,048 13,508 17,793
7,135 $,592 12,643 10,852 14,589 19,217
7,634 10,263 13,528 11,611 15,610 20,563
8,092 10,879 14,339 12,308 16,547 21,795
8,578 11,531 15,200 13,047 17,539 23,104
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CONSUMPTION AND EARNINGS INFLATORS
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OCONSUMPTION AND EARNINGS INFLATORS

Earniggs
1.0

1.12

SOURCE: The Budget of the United States, Fiscal Year 1982 (the Carter
Budget) Earnings inflator derived from changes in persoridl wages
and salaries. Consumption inflator derived fram CPI projections.




